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/F TAX PAYMENTS 


SQUEEZE 


YOUR CLIENT’S 


yy 


THIS CONDITION CAN BE 


OLVED 





with the aid of 


Public National 


Accounts Receivable 
Financing 


A service recommended by many certified 
public accountants to clients without ade- 
quate cash for operating purposes. 

Accountants who recommend this type of 
financing for their clients will find that 
Public National Officers gladly cooperate in 
setting up a program best suited to the 
situation. 

Our Accounts Receivable Loan Department 
is at your service. Just write or telephone. 


The Publie 
National Bank 


and Trust Company of New York 
37 Broad Street, New York 15, N. Y. 
Telephone: HAnover 2-9000 


25 Conveniently located Offices throughout 
Manhattan, Bronx, Brooklyn 








| AN ADIRONDACK VIEW 











Paper Savers. Do you have any in yoy 
clientele—or in your office? They are ; 
curious but not rare species of homo sapien, 
Most of them are not general practitioners 

-they are specialists. 

There is the envelope saver. One just sen: 
his list of 1954 donations on the front of 
soiled envelope, with his life and heal! 
insurance payments on the back. And ther 
there was another, who used to cut. the 
backs off the envelopes of all mail receive 
and use them for scribbling paper. Thrifty 
no end. He passed on, and his will le 
$100,000 trust funds to his daughter and { 
his wife—each of them. It pays to save 
However, his estate couldn’t pay the debts 
and the widow kept their home only because 
it was in her name. 

There is also the paper saver who inter- 
lines bookkeeping entries to save pages. And 
another who goes back two months to us 
up the bottom third of a page where the 
month ended too soon. 

At this time of year there is the one wh 
sends in his lists of dividend income, rent 
income, expenses, deductions, et al., all a 
one sheet of paper. He starts out nobly 
then a forgotten item is stuck in; then some 
space on the top right is blank, so some 
items go in there; then some on the botton 
left; then some in lower center. Ad inf- 
nitum! Finally it is done and when it gets 
to you it looks like a letter mailed 3,000 
years ago from Egypt—or a letter from 
your 3-year old grandson. 

Well, eighty-five hundred copies of this 
magazine went out this month. wonder 
how many of those nice mailing envelopes 
were saved. 


LEONARD HoucGurton, C.P.A 
“Adirondack Chapter” 








CERTIFIED 
INSURANCE AUDITS 


The proper way to confirm the 
adequacy, economy and efficiency 
of business insurance programs 
and procedures. Personal service 
by a recognized expert. 


JEROME S. MILLER & CO. 


116 John Street New York 38 
BArclay 7-2572 
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Order Now 


CYPRESS | 
TRANSLUCENT TAX MATERIAL 


For Finest Copies 
to enhance your prestige 


To work with Confidence 
Consult us on the Authorized Procedure 











Order from the original and most complete listing now available. 


¢ Translucent Federal and state Tax originals 
¢ Translucent columnar work sheets of unique design 


® Translucent schedule forms 


Tax forms available in four different styles 
Folders — Collated Sets — Single Sheets -— Flat Sheets* 


Finest TWO SIDED printing on original makes unmatched copy prints 
Up-to-the-minute information on the latest rulings 
Superior translucent paper 


CALL OR WRITE 
for information and our New Booklet 
*‘AUTHORIZED PROCEDURES” 


CYPRESS OFFSET CORP. 
1170 BROADWAY . NEW YORK 1, N. Y. 
MU 4-6580 


PRINTERS OF AUTHORIZED TRANSLUCENT INCOME TAX FORMS. 
BUSINESS FORMS. ANALYSIS SHEETS & SCHEDULES. 


All orders in excess of $15.00 will be delivered by 
our truck any place in Manhattan without charge. 


COR meme meee ee eee eee eee meee eee HEHEHE EEO Hee EH EEE HOE OE EEES SHEE EH EEEEESEEESEESEEE EH EEEEEEEEESS 


IMPORTANT BULLETIN! 
* Now! File all New York State and Federal returns on ONE piece of paper. 
Do this on any SMALL machine 11” or wider. Write or call for details 
about this recent authorization. 
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SG 
the KNOWN tactor 


Just as “Men are known by the company 
they keep,” to put it colloquially—“F actors 
are known by the Companies they keep in 
liquid condition.” FORTUNE FACTORS 
clients are known for their growth 

and expansion. 

A good Factor can aid those of your clients 
who may be under-capitalized, due to an 
expanding operation, or who may wish to 
eliminate credit losses, slow collections 
and bookkeeping expenses on their 
accounts receivable. 


FORTUNE provides Personalized Service. 
Our staff works with clients on an 
intimate, “person-to-person” basis. 


FORTUNE provides Fast Service. 

Our clients get the kind of cooperation 
they need quickly . . . so important in 
today’s fast moving market. 


FORTUNE provides Knowledge. 


We know the answers to your clients’ 
year round inventory, credit and 
collection problems. And we can help 
solve these problems. 





A good Factor to recommend is... 


Fortune 
Factors, inc. 


1441 Broadway, 


New York 18, N. Y. 
Wlsconsin 7-5600 


A phone call or note to our New Accounts Dept. 
will bring an executive to your office. Confi- 
dentially, and without obligation, of course. 














Book Reviews 








Handbook of Modern Accounting Theory 


Edited by Morton Backer, PRrenrtice- 
Hatt, Inc., New York, N. Y., 1955, 
Pages: 620; $6.95. 

This is an exciting book which makes 4 
significant contribution to modern account 
ing literature. Today, more than ever 
before, it is very important for accountants 
to communicate effectively to the various 
interested publics information about the 
problems with which accountancy is con- 
cerned, the relationship it enjoys with other 
disciplines, the role it plays in our economy, 
and the social force which it can become, 
Unfortunately, some of our colleagues in 
other fields still look upon accountancy as 
some sort of trade subject. The intellectual 
content of our field is a closed book to them, 
and in some quarters the situation which 
gave rise thirty years ago to Henry Rand 
Hatfield’s wonderful “An Historical De- 
fense of Bookkeeping” remains unchanged. 

Now this book is, to be sure, written for 
accountants and students of accounting. But 
it tells our story so well, so coherently and 
in so lofty a spirit, that it should also serve 
to explain and define the larger implications 
of our work to non-accountants. 

The following is a list of the contributors 
and their topics: 

Robert E. Witschey (Accounting Theory 
and the Accounting Profession); Maurice 
E. Peloubet (The Historical Background of 
Accounting) ; John T. Wheeler (Economics 
and Accounting); Bernard F. Magruder 
(Law and Accounting); William W. 
Werntz (The Influence of Administrative 
Agencies and Accounting); John L. Carey 
(Professional Ethics in Accounting); Os 
wald Nielsen (The Education and Training 
of Accountants); E. L. Kohler (The De 
velopment of Accounting Principles by Ac 
counting Societies) ; Morton Backer (Deter- 
mination and Measurement of Business 
Income by Accountants); Edward B. Wil 
cox (Fluctuating Price Levels in Relation 
to Accounts) ; Lawrence J. Benninger (Cost 
and Value Concepts); S. Paul Garner 
(Valuations of Inventories); Carl T. 
Devine (Asset Cost and Expiration) ; Wil 
liam J. Vatter (Corporate Stock Equities); 
C. A. Moyer (Trends in Presentation of 
Financial Statements and Reports) ; Edward 
A. Kracke (The Development of Auditing 
Standards); Earle H. Cunningham (The 
Responsibilities of the Internal Auditor); 
Howard C. Greer (Accounting and Manage 


(Continued on page 144) 
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COMMERCIAL 
FINANCING 


ACCOUNTS RECEIVABLE 


on a non-notification basis 
INVENTORY LOANS 
CHATTEL MORTGAGES 


¢ PERSONALIZED SERVICE 
© PROMPT ATTENTION 


e EXPERIENCED 
PERSONNEL 


¢ CONFIDENCE WHEN YOU 
DEAL WITH US 


Forwarders Protected 


Johar Factors 


101 West 31st Street, 
New York, N. Y. 


BR 9-1778 
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Book Reviews 


(Continued from page 142) 


ment); Ernest Dale (The Accountant's 
Part in Labor Relations); Robert Phillip 
Hackett (Trends in Governmental Account: 
ing); Maurice H. Stans (The Future of 
Accounting). 

The space limitation does not permit the 
comment that each of the sections deserves, 
The articles dealing with economics, price 
levels, accounting concepts and income de- 
termination are particularly interesting and 
provocative. 

Each of the contributors is, of course, an 
authority in the area of his topic with the 
result that the book is scholarly and well 
documented. The authors explore some 
highly controversial topics but are careful 
to present both sides of the issues involved. 
The development of modern concepts is 
treated by the various contributors with 
abundant reference to original source ma- 
terials with a satisfying broadness of point 
of view. As a group, the writers demon- 
strate that breadth need not be sacrificed 
for depth. The liberal approach to the sub- 
ject matter is well illustrated by the follow- 


ing extract from Mr. Stans’ “The Future 
of Accounting” : 
“The race between science’s power of 


destruction and man’s -search for peace 
and security is nearing a climax. If the 
scientific age is to be succeeded by an age 
of peace, an age of leisure, or in fact by 
any age, it must be by the age of under- 
st inding. The philosophical forces of 
religion and the humanities can create a 
receptive atmosphere. . one basic in- 
gredient will still remain to be supplied 
There must be a mechanism of measure- 
ment—one that is honest, consistent, com- 
plete and therefore to be trusted. 

In today’s type of social system “that 
measurement can be provided only by 
soundly developed concepts of social ac- 
counting, with the highest level of under- 
lying techniques and ethics. In the ful- 
fillment of this objective lies the future 
of accounting.” (page 601) 


Practitioners will certainly find much of 
interest in this handbook, and beyond doubt 
the universities will find that it fills a serious 
gap in the available theory texts. This re 
viewer enthusiastically recommends _ the 











book for use on the graduate level as wel 
as in senior seminar courses in the under 
graduate college. 


Puiiipe M. PIAKER 
State University of New York 
Harpur College 
(Continued on page 146) 
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HOW YOUR 


CORPORATION CLIENTS 
CAN ADD TO THEIR 






EARNINGS 


1 % Per Year 


= Savings Dividend 





ON FUNDS 
WHICH MAY 
NOW BE 
LYING IDLE 


CORPORATION OFFICERS often look for 
places where they can invest surplus 
funds, trustee funds, funds for deprecia- 
tion, self-insurance funds, reserves for 
taxes, lease deposits, etc. 

A NINTH FEDERAL Corporate Fund 
Account provides security of principal, 
availability and reasonable return. (Sav- 
ings dividend at 2%% per year, cred- 
ited semi-annually.) To conserve divi- 
dends, passbook loans are available. Up 
to $10,000 insurance per account by 
Federal Savings and Loan Insurance Cor- 
poration. As many accounts as desired 
may be fully insured if held in trust for 
different beneficiaries. For example: 
lease deposits held in trust for tenants. 
DESCRIPTIVE FOLDER CP-3 is waiting for you. Phone 


or write Edgar R. Tostevin, Vice-President, or visit 
either of our two convenient Savings Centers. 
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(Continued from page 144) 


Accounting Trends and Techniques in 
Published Corporate Annual Reports 
(Eighth Edition, 1954) 


Eighth Annual Survey of Corporate An- 
nual Reports by the Research Department 
of THE AMERICAN INSTITUTE OF Ac- 
COUNTANTS, New York, N. Y., 1954 
Pages: 284; $10.00. 


This is the Institute’s Eighth Annual Sur- 
vey of the accounting features (as, for 
example, the various types of financial state- 
ments presented, the form thereof and the 
terminology employed therein, and the ac- 
counting treatment accorded the transactions 
and items reflected in such statements) of 
the annual reports of six hundred industrial 
companies, whose fiscal years ended between 
May 1, 1953, and April 30, 1954. The 600 
survey companies represent 41 different in- 
dustries, and the reports on their financial 
statements express the opinions of 80 differ- 
ent public accounting firms. In addition to 
providing an authoritative source book of 
current financial statement practice, _ the 
work charts significant trends since 1946 
through the use of over 100 comparative 
tables. The format of the book remains 
unchanged. 

This report is an indispensable. tool for 
everyone concerned with financial _ state- 
ments, particularly in connection with his 
year-end work. 


The Role of Sampling Data as Evidence in 
Judicial and Administrative Proceedings 


Current Business Studies No. 19, October, 
1954, Tue Society or Business AD- 
visory Proressions, New York, N. Y. 
Pages: 80; $1.50. 


The trained legal mind exhibits a degree 
of reluctance towards the admission of data 
based on samples as evidence in legal pro- 
ceedings. This in spite of the fact that, 
inadvertently and without cognizance, he 1s 
frequently using just such sample data as 
evidence in his cases. He generally feels that 
all of the evidence must be produced to have 
adequate evidence. In this respect the lawyer 
and many accountants have much in common. 

The symposium which constitutes the con- 
tents of the reviewed publication includes a 
series of talks! by well known statisticians 
and legal experts on the problems of the 
use of sample data in legal. proceedings. 


1The symposium included talks by Joel Dean, 
W. E. Deming, I. R. Barnes, A. E. Sawyer, a 
well as comments by M. R. Gainsbrugh; the 
publication also includes a special supplement by 
E. F. Howrey 


(Continued on page 148) 
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When Banks STOP,— 
We START ! 


LIBERAL LOANS 


MACHINERY & 
EQUIPMENT 


Lower Charges 
Quicker Service 


CONVENIENT REPAYMENT PLAN 
Confidential 
No obligation whatsoever 


... Call BRyant 9-4065... 


SAMUEL BREITER & CO. INC. 
1475 BROADWAY at 42nd STREET 
NEW YORK 36, N. Y. 
Serving Business Since 1912 
Bank and Professional References 
readily submitted 
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(Continued from page 146) 


The discussants have well emphasized 
some of the basic truths involved in the use 
of sample data. Joel Dean remarks that the 
reason why sampling data has fared badly 
at times in the court of law is that “(1) 
sampling is unprecedented (2) sampling is 
unbelievable and (3) sampling is suspect” to 
the legal mind. 


It is obvious that any type of evidence ~ 


without lengthy and adequate precedents will 
be looked upon as dubious by the jurist in 
a court where virtually all rulings are based 
on precedents. 
it is evident that the oft-included testimony 
of scientific experts presenting the results of 
scientific experiments is a presentation of 
merely a sample of all the experimentation 
that might be performed. In many business 
cases it is obvious that all of the business 


documents and the data arising therefrom, 7 


present, past and future cannot be presented 
in court—that which is presented is but a 
sample. 

The fact that sampling is unbelievable to 
many persons can easily be attested by any 


trained statistician who has had the experi- | 


ence of an entirely adequate but small sample 
size rejected in favor of either a 100% 
sample or the mystically worshipped 10% 
sample. The fact that a sample of a few 
thousand can be obtained by scientific 
methods so that it will establish a charac- 
teristic of the whole population of the 
United States within a relatively small and 
computable sampling error just cannot be 
believed by many. 

The reason why sample data are suspect 
arises either from the mere fact that they 
constitute only a sample and not every item, 
or because of an unsavory history arising 
from polls based on unscientifically selected 
samples or instances of rigged samples. 

The symposium gives great emphasis, and 
justly so, to the fact that the only type of 
sample which can be useful as legal evidence 
is the scientific or “probability” sample as 
contrasted with the judgment or arbitrarily 
selected sample. It is only through the use 
of the probability sample that the necessary 
objectivity of the results can be maintained. 

In spite of widespread opinion to the con- 
trary, the cumulation of a very large sample, 
even one of monstrous proportions, provides 
no protection and does not substitute for a 
scientifically designed sampling plan. Oft 
times a small sample properly and scientifi- 
cally designed will give entirely adequate 
results where a Iz irge but incorrectly de signed 


sample will produce incorrect and misleading 7 


data. 

In spite of all the difficulties the introduc 
tion of sample data 1n legal proceedings has 
increased greatly. The necessary legal prece- 

(Continued on page 192) 
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TAX FORM REPRODUCTION 
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ACCOUNTS 
RECEIVABLE 
LOANS 


A unique Service for those of 

- your clients who can profitably 
use additional Working Capital 
in their business 
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LOWEST RATES - 
_+ NON-NOTIFICATION 


Ortern 


Service Factors Company 


450 7th Avenue M. Jolles 
New York City La 4-7661-2 


' serving your clients over 20 years 
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The 


Accountants 


& Auditors 
Agency 


9 East 46th Street 
New York 17, N. Y. 
PLaza 1-0520 


The 
Employment Agency 
Exclusively for 


Accounting 


Personnel 


Certified Public Accountants 
Senior Accountants 
Junior Accountants 
Supervising Seniors 
Cost Accountants 
Internal Auditors 
Payroll Auditors 
Accounting Clerks 
Tax Accountants 
Budget Directors 
Field Auditors 
Systems Men 
Controllers 
Treasurers 





BUSINESS AND PERSONNEL 
OPPORTUNITIES 


Help Wanted: 20¢ a word, minimum $5.09, 

Situations Wanted: 10¢ a word, minimum $2.9, 

Business Opportunities: 15¢ a word, minimum $30), 

¥ Box number, if used, counts as three words, 

Closing Date—15Sth of month preceding date of 
publication, 


BUSINESS OPPORTUNITIES 


Mail and Telephone Service: Desk provided 
for interviewing. $6.00 per month, Directory 
Listing. Modern Business Service, 505 Fifth 
Avenue (42nd Street). 











Attention Mr. Accountant 

Save Time, Money and Energy! 
TAX RETURNS REPRODUCED in 
Form Acceptable by Federal and State. 
REPORTS TYPED Accurately and At. 
tractively! Thoroughly checked. LILLIAN 
SAPADIN, 501 Fifth Avenue, MUrray 
Hill 2-5346. 


C.P.A., 37, 13 years diversified experience 
own practice, $8,500.00 gross, available 8-10 
days monthly, seeks partnership or associa- 
tion with established practitioner. Will in- 
vest if necessary. Box 833, New York 
GPA. 











C.P.A. Firm, well-established, desires to 
purchase practice or individual accounts in 
New York City area and Long Island. Box 
834, New York C.P.A. 
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ACCOUNTANTS 


Foreign Employment 


Graduate Accountants with minimum 
2 years’ Accounting or Office Manage 
ment experience. 


Must be capable of reading, speaking 


and writing ARABIC. 


Write giving full particulars regarding 
personal history and work experienc. 
Please include telephone number. 


Recruiting Supervisor, Box 18 


ARABIAN AMERICAN 


OIL COMPANY 
505 Park Avenue 
New York 22, New York 
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BUSINESS AND PERSONNEL 
OPPORTUNITIES 


(Continued from page 150) 





BUSINESS OPPORTUNITIES 


CP.A., 35, interested in purchasing part or 
entire practice in Nassau or Suffolk County. 
Box 835, New York C.P.A. 

Private Office in Insurance Broker’s Office 
—Newly decorated—with telephone service 
—no lease. Matarasso—119 West 57th 
Street, N. Y. C. JUdson 2-4655. 


C.P.A. Firm Will Buy Accounts 


N. Y. C.P.A. firm desires to purchase indi- 
vidual accounts or practice in metropolitan 
area or Westchester, Putnam or Dutchess 
Counties. Twice gross annual fees. Liberal 
arrangements. Box 837, New York C.P.A. 


Government Approved TAX FORMS RE- 
PRODUCED. You prepare one translucent 
form (available this office). We reproduce 
as many EXACT copies as required. ACME 
SECRETARIAL SERVICE, 160-16 Ja- 
maica Avenue, Jamaica, OLympia 8-2393. 


SITUATIONS WANTED 
Work At Home 


Comptometrist —own machine. Diversified 
experience with C.P.A. specializing inven- 
tories. Will pick up, deliver. Lillian Young, 
BA 9-2755. 

CP.A—Attorney, age 32, Heavy Tax Ex- 
perience, seeks per diem arrangement with 
over-burdened C.P.A. located in N. Y. C. 
Box 830, New York C.P.A. 

TAX ACCOUNTANT, per diem or full 
time, five years Internal Revenue Agent 
(Examining Officer), Illinois C.P.A., Box 
831, New York C.P.A. or UNderhill 3-6125. 
C.P.A., 38, Society member, 14 years diver- 
sified experience, own small practice, seeks 
per diem arrangement with overburdened 
practitioner. Car owner. Box 832, New 
York C.P.A. 
CP.A.—tax specialist —eight years with 
Tax Department C.P.A. firm, seeks change, 
salary $7,000 per annum. Box 836, New 
York C.P.A. 
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NEED HELP? 


you secure 






















We've been 
serving thousands 


of fine firms 


Wm. Schnuer, BBA, MBA j 
since 1939 


Licensee 


Accountants! Why spend valuable time 
looking for the man or woman you want 
either for your own office or for your 
clients? Why waste time and money read- 
ing hundreds of letters of application and 
interviewing and screening many job 
applicants? 


We Can Do It For You 
Discreetly and Quickly! 


From the hundreds of highly qualified ap- 
plicants in our active files, we carefully 
screen the man or woman best suited to fill 
the job. Our interviewers are educated and 
experienced in personnel and accounting. 
You can depend on us to do a professional 
job. 


¢ COMPTROLLERS e BOOKKEEPERS 

e OFFICE MANAGERS Full Charge 

e ACCOUNTANTS Assistants 
C.P.A.’s e SECRETARIES 
Seniors, Semi-Srs. 1° STENOGRAPHERS 
Juniors e TYPISTS 

e EXECUTIVES e CLERKS 













PROMPT SERVICE 


Wa. Schnuer 
Licensee 






Shirley Schnuer 
L 


EMPLOYMENT AGENCY 


220 W. 42nd St. © New York 36 
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How to Solve 
CLERICAL 
PROBLEMS 


Automatically 
















You’ve heard a lot about push- 
button techniques and the me- 
chanical-brain equipment that 
have been developed to cut cler- 
ical costs and improve office 


procedure. 

If you’ve thought that these 
developments are “‘too rich for 
your blood,”’ there’s a surprise in 
store for you at STATISTICAL. 

Today, this organization pro- 
vides clerical service that utilizes 
the newest electro-mechanical 





equipment. It’s a service that 
makes the advantages of these 
wonder machines available wher- 
ever there is a clerical problem 
and on a basis that is most prac- 
tical and economical. 

If you have been looking for a 
way to cut clerical costs to a 
minimum, STATISTICAL can help 
you do it—AUTOMATICALLY. 
Just phone WHitehall 3-8383 and 
one of our methods engineers will 
give you the complete story. 


stc 


Established 1933 + Michael R. Notaro, President 


89 Broad Street, New York 4, New York * Phone WHitehall 3-8383 


Chicago e New York « St. Louis « Newark « Cleveland 
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STATISTICAL TABULATING COMPANY 


TABULATING » CALCULATING + TYPING » TEMPORARY OFFICE PERSONNEL 
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THE PRESIDENT’S PAGE 


Civic and Political Relations 


HERE 1s a Serious gap in the pro- 

fession’s civic and political relations 
that needs filling. Persistent problems 
like tax practice, and CPA legislation 
point up the shortcomings. 

Accountants should abound in legis- 
lative halls. Certainly, accountants 
should occupy top accounting positions 
in the executive departments—posi- 
tions like controllers, budget directors, 
treasurers, auditors. In New York 
State, the Board of Regents is the ad- 
ministrative agency in charge of regu- 
lating our profession. The Board has 
lawyers, educators, doctors, engineers 
—but not accountants. 

To be sure, there are occasional ex- 
ceptions, like our CPA Commissioner 
of Internal Revenue. The fact that 
they are exceptions instead of the rule 
accentuates the negative. And when it 
comes to members of Congress or 
state or local legislators, the CPA cup- 
board is unbearably bare. + 

How do we cure this pernicious 
political anemia? Nibbling at the 
fringes won’t do it. Nor will a fair- 
weather approach that brings about 
feverish activity only whén we want 
something from government, but other- 
wise finds us maintaining complete 
aloofness, if not indifference. 

As I see it, we are called upon to go 
through a complete change of life, in 
terms of an awareness of our civic 
and political opportunities and respon- 
sibilities. A double-barrelled approach 
must begin to develop whereby our 
external relations with the public and 
our internal relations with political 
parties bring about the same natural 
recognition and participation as is en- 
joyed by our lawyer friends today. 

In respect to the “external” phase, 
the profession has had a vigorous pub- 
lic relations program in recent years. 
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The time is ripe for the extension of 
that program to have the public realize 
that its welfare calls for the increased 
utilization of accountants in public as 
well as private affairs. 

The “external” approach won’t do 
it alone. It is the roof without the 
foundation. It must be buttressed by 
some good solid cementing of “inside” 
political fabric. This means activity 
within political parties. It means leg 
work. It means readiness to interest 
voters. It means carrying the ball on 
fund raising, and responding to fund 
raising appeals. 

In other words, in addition to mak- 
ing the public aware of the CPA, there 
is need for endowing the political ex- 
ecutive with enthusiasm about getting 
aboard the CPA bandwagon. The 
political parties themselves should be 
brought to the point where they can 
not only boast that their own treas- 
urers or fiscal officers are CPA’s, but 
also embarrassed not to have it so. 
Likewise, when it comes to party can- 
didates for fiscal offices, the party that 
does not designate a CPA should have 
some tall explaining to do to the public. 

This is not a pipe dream, even 
though it is something that can’t hap- 
pen overnight. It can and must be 
brought about if we have any instinct 
for survivorship and public service. 
We have the numbers. We need to 
conjoin that with activity in political 
parties, and the public’s demand for 
the CPA in civic life. 

Of course, this means that CPA’s 
in turn have the obligation to make 
themselves available. We just can’t 
afford to be too busy. There is too 
much of professional and national life 
at stake. 

J. S. Semman 
President 
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An Analysis of the Results of the AIA 
Survey of Audit Reports 


Submitted to Banks 


By Josern Getz, C.P.A. 


The rescarch department of the 


AIA recently reported upon the 


results of a survey of approximately 7,000 audit reports submitted 


to 300 banks. 


This helpful analysis of the report was recently 


presented to a joint meeting of bankers and CPAs. It marks a 
substantial forward step in the program of cooperation between 
the two professions. 


HE survey of accountants’ reports 
submitted to banks in thirty states 
throughout the country, which the 
American Institute of Accountants 
recently completed, was accomplished 
because there was understanding and 





JosepH Getz, C.P.A., is Vice 
President of the Nassau-Suffolk 
Chapter of the Society and Chair- 
man of the Chapter’s Committee on 
Cooperation with Bankers and 
Other Credit Grantors. He is a past 
Vice President of the Society and 
was also a member of the Ameri- 
can Institute’s Committee on Co- 
operation with Bankers. He is now 
serving as Chairman of the So- 
ciety’s Committee on Furtherance 
and as Secretary of the Committee 
on Nominations. 

Mr. Getz is a graduate of New 
York University, School of Com- 
merce, Accounts and Finance, Class 
of 1915. He is in public practice 
and is senior partner of Joseph 
Getz & Company, Certified Public 
Accountants, New York City. 

This paper was presented by him 
at a dinner meeting of the Nassau- 
Suffolk Chapter of the Society and 
the bankers of Nassau and Suffolk 
Counties, held at the Garden City 
Hotel, Garden City, New York, on 
Tuesday, November 9, 1954. 
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mutual cooperation between our two 
professions. I consider credit-check- 
ing as very well entitled to professional 
status because of the important and 
involved technical processes which this 
field of work requires. A few words 
on the subject of cooperation with 
bankers may be in order at this time. 


Importance of the Audit Report as a 
Credit-Grantor’s Tool 


One of the most important phases 
of our professional practice as Cer- 
tified Public Accountants is the ren- 
dering of opinions upon the financial 
statements of our clients, which they 
intend to use for the purpose of ob- 
taining credit from either financial or 
commercial organizations. The devel- 
opment of the use of credit in the 
United States has been one of the most 
important factors in the expansion of 
our business economy. As there has 
been advancement from the “horse 
and buggy” stage in science and in- 
dustry, so has there been progress in 
the field of credit-granting. From a 
mere reliance on the good character of, 
or a good report upon the borrower 
or credit seeker in that era, there has 
developed a greater dependence upon 
the statements of the borrower’s finan- 
cial condition as reported by the in- 
dependent auditor. 

When bankers make loans, the 
moral responsibility to protect their 
depositors and stockholders unques- 
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tionably falls upon them. If some 
loans become uncollectible, bankers 
can avoid criticism by using the or- 
dinary safeguards commonly employed 
by their own colleagues. A principal 
safeguard is the independent audit. 
There are generally accepted auditing 
standards which the auditor should 
have used before rendering an opinion 
upon his clients’ statements of finan- 
cial condition and results of opera- 
tions. These are fully explained in a 
booklet published by the American 
Institute of Accountants under the title 
of “Audits by Certified Public Ac- 
countants”. Every bank credit officer 
should be familiar with this booklet. 

With respect to clients’ statements 
submitted to him, every bank credit 
officer should insist on getting what 
he needs with regard to the borrower’s 
financial condition and should not ac- 
cept responsibility for what should be 
properly assumed by the borrower and 
by the independent auditor. By his 
failure to obtain what he needs, he 
might be sacrificing a measure of the 
protection against the criticism of his 
judgment if the bank incurs a loss in 
the granting of a credit to a borrower. 

The Robert Morris Associates, 
which is the national association of 
bank loan officers and credit men, has 
made positive and official statements 
on the subject of our cooperation with 
bankers in its pamphlet “Financial 
Statements for Bank Credit Purposes.” 
It is worthwhile to note that Mr. Ted 
W. Johnson, President of the Robert 
Morris Associates, in a recent ad- 
dress emphasized the need for good 
audit reports and for close working 
relations between bankers and account- 
ants at the local level. He said that 
“a good audit is one of the best tools 
a loan officer could use.” 

Certified Public Accountants are 
particularly equipped by education, 
training and experience to handle com- 
petently the job of auditing and giving 
opinions upon the clients’ financial 
statements. They have passed a State 
examination, have presented evidence 
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of good character, and are biennially 
licensed by the Board of Regents of 
the State of New York to practice as 
CPAs. Only licensed Certified Public 
Accountants are permitted to append 
their signatures as such to an opinion 
with respect to a financial statement. 
Certified Public Accountants are pre- 
pared to discipline themselves, not only 
by a code of ethics written into the 
CPA law but, as members of the 
New York Society of Certified Public 
Accountants, they have adopted a very 
complete and strict code of profes- 
sional conduct which goes far beyond 
the provisions of the state law, and 
by which each member is bound. 

The accounting profession has 
assumed the responsibility for the 
development of generally acceptable 
standards of auditing and reporting. 
Kducational work among the members 
of our profession is carried on con- 
tinuously, and is designed to encourage 
compliance with the accepted account- 
ing principles and standards of 
auditing. 

At present, our efforts are being 
concentrated on educational work in 
connection with methods of reporting, 
so that the accountant who renders the 
report and the person who receives it 
and intends to rely upon it will clearly 
understand what has been done—and 
the extent of reliance that may be 
placed thereon. It is important that 
bank credit men read carefully and 
understand fully what the CPA has 
said in connection with the opinion 
attached to financial statements. 


Need for the Survey 

This preliminary background shows 
why there was an urgent need for the 
survey, and that the cooperation of 
which I have spoken has made it pos- 
sible. The American Institute of Ac- 
countants arranged for the survey 
primarily to determine the extent to 
which accountants were complying 
with the standards of auditing and re- 
porting, upon which much educational 
work had been done by the Institute’s 
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Committee on Auditing Procedure. 
We could not know as much about 
what our fellow accountants are doing 
in the performance of their work, as 
would a group such as the bankers, 
who receive a large segment of their 
reports. 

Except in the case of the very large 
companies which publish such reports 
for the benefit of their stockholders, 
we rarely see the reports of other 
accountants. Other professions may 
have a better means of knowing what 
their members do. Doctors hear about 
it from the other fellow’s complaining 
patients in their consultations and 
clinics; and lawyers put it in legal 
documents and in the court records, 
and then there is the final appraisal— 
the judge’s decision. 

After a few preliminary surveys 
were made over the past few years in 
a few localities, to determine a plan 
of procedure and the best type of ques- 
tionnaire, thirty State Societies of 
Certified public Accountants were in- 
vited to conduct the survey in their 
respective states. The Robert Morris 
Associates, through its national and 
district organizations, cooperated fully 
with them in this work. 


Nature and Extent of the Survey 


The questionnaires were filled out 
by over 300 banks and were sent di- 
rectly to the American Institute of 
Accountants. There was no designa- 
tion which would permit identification 
of either the borrower or the account- 
ant. Over 7,200 questionnaires were 
received from the banks, representing 
an equal number of audit reports. The 
questionnaires, when received by the 
Institute, were tabulated on punched 
cards. This permitted the analysis of 
data in many different ways and much 
more information is available than is 
contained in the published report, or 
will be discussed herein. 

While samplings as a means of in- 
dicating a trend may sometimes pro- 
duce erroneous conclusions (ask the 
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there are 
certain elements which indicate {air- 
ness—the avoidance of a prearranged 
slanted approach and a true cross- 


recent election pollsters), 


section of opinion. The survey repre- 
sents a summary of information pre- 
pared from reports which were not 
originally expected to be used for such 
purpose. These reports were undoubt- 
edly used for credit purposes and they 
probably support loans. Since the se- 
lection was made by different banks 
and, therefore, by different individ- 
uals, there seems to have been pro- 
duced what would be a fair cross- 
section of all the available reports. Of 
course, it must be realized that the 
information placed on the question- 
naire was the interpretation of skilled 
credit men and not of CPAs. While 
it may be advantageous to have the 
other side’s view, there may have been 
in some cases more emphasis on the 
acceptability of the data to the bank 
as a basis for credit, instead of on our 
interest in the compliance with gen- 
erally accepted auditing standards. 
Also, there is the possibility that, ir 
some cases, selection was inclined to- 
wards the worst reports or those with 
the most qualifications. 


Evaluation of Survey Results 


* On the whole, therefore, it may be 
considered that the conclusions ex- 
pressed are entirely reliable and that 
the data obtained by the survey have 
definite value, as follows 
1) As presenting a fairly good appraisal 
of the present performance by account- 
ants. 


2) As justification for further effort 
in the development of the educational! pro- 
gram, which should be directed first to 
accountants for the improvement of their 
performance and, secondly, to bankers to 
aid them in understanding accountants’ 
reports. 


3) As indicative of a superiority of per- 
formance by Certified Public Accountants, 
as compared with those not having the 
certified status, and showing that the edu- 
cational program of the American Insti- 
tute of Accountants and the New York 
State Society of Certified Public Account- 


March 





lat 


cy & 





are 
air- 
iged 
OSS- 
pre- 
pre- 
not 
such 
ubt- 
they 

se- 
inks 
vid- 
DTo- 
Oss- 

Of 
the 
1on- 
led 
hile 
the 
een 
the 
ank 
our 
ren- 
rds. 
, in 


vith 


- be 
ex- 
that 
ave 


aisal 
unt- 


ffort 
pro- 
t to 
their 
s to 
ants’ 


per- 
ants, 

the 
edu- 
nsti- 
/ ork 
yunt- 


uch 








An Analysis of the Results of the AIA Survey 


ants has had definite effect and influence 
on its members. 

4) As showing that Statement #23 
of the Committee on Auditing Proce- 
dure (known officially as “Clarification of 
Accountant’s Report when Opinion is 
Omitted”), has had a major influence on 
the results shown by the survey, even 
though it had not been formally adopted 
until 1949. (The present survey was prob- 
ably based on audit reports of 1951 and 
1952, and there was only a short interval 
of time between the date of issuance of 
APS #23 and the periods for which the 
audit reports were surveyed. It was prob- 
ably too short a time to appraise fully the 
effect of its utilization by practicing ac- 
countants. ) 


There were three areas to which the 
questionnaires were particularly di- 
rected : 

1) What are accountants’ practices 
in expressing or withholding an opin- 
ion on financial statements ? 

2) To what extent are accounts re- 
ceivable confirmed by direct communi- 
cation with the debtor or substantiated 
by other procedures ? 

3) To what extent are accountants 
present during the counting of inven- 
tory on hand or satisfied by other 
procedures ? 


Opinions on Financial Statements 


What were the results of the survey 
as to the first question relating to 
opinions on financial statements ? 

About 1/2 are clean or unqualified 
opinions. 

About 1/5 are qualified’ opinions. 

About 1/10 disclaim an opinion. 

About 1/5 neither express an opin- 
ion or disclaim the reason for the with- 
holding of an opinion. 


We are principally concerned with 
this last group, because one out of 
each five reports tabulated showed that 
the accountant failed to conform with 
what we consider generally accepted 
standards of reporting. In these cases, 
the auditor’s report did not contain a 
clear-cut indication of the character 
of his examination and the degree of 
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responsibility he took in his expression 
of an opinion or the disclaimer of an 
opinion. 

The facts show a high standard of 
performance, when the time element 
since the adoption of Statement #23 
is considered. The entire result must 
be considered as quite good, but there 
should be a higher percentage of clean 
certificates. The fact that only one- 
half of the reports contained unquali- 
fied opinions indicates the need for 
continued effort upon educational 
work in three specific areas. 

First—We must concentrate on the 
certified public accountant to remove 
the one report out of five which still 
fails to conform to proper standards. 
Then we must reduce materially the 
group, now approximately 50%, which 
is not represented by clean and un- 
qualified opinions. 

Second—We must bring to the at- 
tention of the bankers the fact that 
unqualified opinions are the proper 
basis for credit reliance, and we must 
also alert them to the dangers which 
may exist in that fairly large group, 
where there has been a reliance upon 
reports which do not express an 
opinion. 

Third—Since credit is a three-cor- 
nered proposition, consisting of the 
borrower (our client), the banker, and 
the accountant, we must educate our 
clients that as the banker’s understand- 
ing of our qualifications and dis- 
claimers of reports becomes equal to 
what we, as accountants, intend to 
convey by them, reports which do not 
give a clean and unqualified opinion 
will fail to serve fully the purposes 
of the borrower, and thus to some 
extent, there would be a partial waste 
of funds expended for audit services. 


Confirmation of Accounts Receivable 


Now some observations regarding 
the results of the survey on the second 
question, as to the auditing procedures 
in connection with accounts receivable. 
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In about two-thirds of the reports, 
the extended procedures were fol- 
lowed. However, it is noted that in 9% 
of the cases, the accountant satisfied 
himself by procedures other than by 
confirmation. In one-fourth of the 
cases, the extended procedures were 
not followed, and the accountant stated 
specifically that he had not satisfied 
himself by other procedures, or he 
made no statement. 

These conclusions can be taken from 
the results of the survey in connection 
with accounts receivable auditing pro- 
cedures : 

1) The absence of the use of the 
extended procedures on accounts re- 
ceivable in one out of four reports, 
should have been unsatisfactory to the 
banks. 

2) The failure to follow the ex- 
tended procedures in these cases 
should not have represented an ade- 
quate performance for the protection 
of the clients; and 

3) It is important, if the accountant 
had not followed the extended pro- 
cedures in relation to accounts receiv- 
able and whether such _ procedures 
were or were not of specific concern 
to him regarding the expression of an 
opinion, that he nevertheless should 
observe the generally accepted report- 
ing standards in relation thereto. 


Observation of Inventories 

These observations may be made 
regarding the survey results on the 
third question as to the observance of 
extended auditing procedures in con- 
nection with inventories: 

The extended procedures with 
reference to inventories were observed 
in 56% of the cases, which was about 
10% less than in the case of receiv- 
ables. Of the remaining cases (44%), 
where the inventories were definitely 
not observed, the accountant indicated 
that he had satisfied himself by other 
auditing procedures in one-fourth of 
the cases. This is over 11% of the 
total. 

It does not appear reasonable, “ac- 


cording to Gordon M. Hill, Chairman 
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of the Institute’s Committee on Audit- 
ing Procedure, that inventories can be 
satisfactorily verified by other account- 
ing means in such a high percentage of 
cases. He has stated that in such 
cases where the extended procedures 
as to inventories were not followed it 
is his opinion “that these accountants 
were too easily satisfied.” His Com- 
mittee had previously expressed itself 
as believing that such cases were “‘so 
rare as to be almost non-existent.” 
It is my opinion that the figure of 
56% for observation of inventories is 
not a high enough figure for the pro- 
tection of clients and that the 44% 
where there was no inventory obser- 
vance should not have been satisfac- 
tory to banks. 


Other Benefits of the Survey 

There is this further observation I 
would like to make concerning the re- 
sults of the survey. A total of 91% 
of the reports received were from 
CPAs. These percentages are greater 
than the percentage of total certified 
public accountants to total practicing 
accountants. It is gratifying because 
it shows the banks do attach value to 
the CPA certificate. If it were not the 
banks who were so selective, then it 
may have been our clients. 

There was a great deal of benefit 
obtained from this survey. It has 
directed the glare of investigation to 
reports which may be considered de- 
ficient in the light of the information 
available to the lender of funds. It 
has also made it apparent that some 
of the deficiencies which were devel- 
oped were probably the responsibility 
of the bank, and the banks must real- 
ize that the accountant can go no 
further than to state appropriately 
what he has done and to give his opin- 
ion either clean or qualified, or to dis- 
claim any opinion. When banks, and 
particularly bank credit officials, are 
aware of what we believe the CPA 
should make clear in his report, then 
at least two of the parties of the tri- 
umvirate to which I have referred will 
materially benefit. 
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The Uniform System of Accounts 
For Clubs 


By FEerDinanp L. Mino, C.P.A. 


This paper describes the uniform system of accounts for clubs 
presented in the new manual published by the Club Managers 
Association of America. 


HE various clubs in different parts 

of the United States have not been 
speaking the same accounting language 
up to now. Without a uniform guide 
there is no limit to the imagination and 
inventive genius of bookkeepers in 
devising different ways of classifying 
the same expense items. Give the same 
payroll and the same batch of bills to 
ten bookkeepers with instructions to 
classify them into logical groups, and 
you will probably get ten different 
results. 

As long as the individual bookkeeper 
is left on his own, it is extremely 
difficult to compare the expense items 
of one club with those of another. 
Sometimes it is even difficult, under 
such circumstances, for a club to com- 
pare its own expense items of one 
year with those of the year before. 

It can be seen from the foregoing 
that the widespread adoption of a uni- 
form system of accounts, which has 
proven of considerable benefit to the 
hotel industry since 1926, will be of 
just as much help in the club field, 
where it is beginning to make head- 





FERDINAND L. Murno, C.P.A. 
(New York and _ several other 
states) is a member and past chair- 
man of the Society’s Committee on 
Hotel, Club and Restaurant Ac- 
counting. Hs is also a member of 
the American Institute of Account- 
ants, the New York City Hotel 
Accountants Association and the 
National Hotel Accountants Asso- 
ciation. 

Mr. Mino is a partner in the firm 
of Horwath & Horwath. 
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way. A book presenting such a sys- 
tem has just been published by the 
Club Managers Association of Amer- 
ica and is being widely read and dis- 
cussed in club circles. In this article, 
I will describe CMAA’s system, which 
is really a consolidation of two former 
systems, one for city and the other for 
country clubs. 


The experience of many CMAA 
members who had been using one or 
the other of the two previous systems 
was of considerable help in preparing 
the new uniform system for all types 
of clubs. Needless to say, numerous 
financial statements of city and country 
clubs were studied. Further guidance 
was available from the summaries of 
country club operations and of city 
club operations published annually by 
my firm. 

In working out a form of presenta- 
tion that would be most useful to the 
club manager in comparing his over- 
all operation with that of other clubs, 
it was discovered that the most useful 
basis of comparison would be the rela- 
tion of expenses and income to mem- 
bership dues. Since many club opera- 
tions are similar to those of a hotel, - 
the form of statements presented in 
the uniform system of accounts for 
hotels were applicable, with certain 
changes in terminology and arrange- 
ment, to club accounts. Therefore, the 
experience of my firm and of other 
hotel accountants in preparing and 
using that system proved of value in 
developing a uniform system of ac- 
counts for clubs. Naturally, the latest 
trends in accounting terminology and 
classification of income and expense 
items were reviewed and those pro- 
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gressive features adapted for the pur- 
pose of club accounting. 

The main features of the uniform 
system of accounts for clubs are: first, 
a balance sheet, common to city and 
country clubs, with a separate support- 
ing schedule of fixed assets for each 
type of club; second, a city club state- 
ment of income and expense; third, a 
country club statement of income and 
expense ; and fourth, an explanation of 
terms section, providing definitions of 
expense items. The balance sheet and 
the income and expense statements ac- 
company this article. 


Balance Sheet 


The balance sheet presentation for 
clubs (illustrated on page 160) is al- 
most identical with that of a commer- 
cial enterprise, and we believe that this 
form serves the purpose of members, 
management, bankers and creditors. 
In this balance sheet, the classification 
of the assets and liabilities is made on 
a current and fixed basis. The mem- 
bers’ equity section shows the capital 
or net worth of the club. 

Naturally, the accounts shown will 
not conform in all details to the re- 
quirements of each club, and minor 
changes will be necessary to fit individ- 
ual requirements. 

The general outline should be fol- 
lowed, however, because it shows the 
current financial position, the status 
of special funds, the evaluation of 
fixed assets, and, on the liability side, 
the method of financing used by the 
club. 


It will be noted that initiation and 
transfer fees are not being considered 
as operating income.: This revenue is 
credited to the members’ equity group 
of accounts on the balance sheet. Those 
fees should be segregated from current 
assets and deposited in a restricted 
fund for such purposes as rehabilita- 
tion and building improvements. A 
schedule supporting the balance sheet 
should show changes in the surplus 
account during the year. 
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The balance sheet follows the recom- 
mendations of the American Institute 
of Accountants as to arrangement and 
terminology whenever practicable. 


City Club Statement of Income 
and Expense 


The income and expense statement 
for city clubs (illustrated on page 162) 
is available in two forms: one, a gen- 
eral statement or long form, the other 
a summary or short form. The choice 
of which form to use depends on the 
circumstances of the city club and on 
the extent of detail desired on this one 
statement. The long form gives the 
details of sales, payroll and other ex- 
penses of the income-producing depart- 
ments, whereas the short form shows 
only the net result of each department 
or expense group. Both forms are 
supported by detailed departmental 
statements. 

The natural sequence and depart- 
mental grouping of city club opera- 
tions is followed in both forms. First, 
the amount of “membership dues and 
guest fees,” the most important source 
of income, is stated. “Clubhouse opera- 
tions” is then presented as the single 
operating unit of the city club. The 
net income from operated departments 
and other sources is totaled, and from 
this figure is deducted the undistri- 
buted operating expenses to determine 
the “clubhouse net (loss).” That loss 
is deducted from the original amount 
of membership dues to show the “dues 
available for fixed charges.” Store ren- 
tals, if any, are added to give “income 
available for fixed charges.” 

The undistributed operating ex- 
penses are general in nature and can- 
not be distributed to the operated de- 
partments without resorting to arbi- 
trary division. Such arbitrary division 
would cause so many variations and 
inequities in the statements of different 
clubs that it would not be practical to 
try to evolve a system to be uniformly 
followed. Moreover, to divide many 
of these expenses between operated de- 
partments would only confuse the 
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reader, as it would be necessary for 
him to look at all department schedules 
to obtain such expense total. There- 
fore, those expense groups are de- 
ducted in total as “undistributed oper- 
ating expenses,” since by their nature 
they are chargeable to clubhouse 
operation as a whole. 

Fixed charges are then deducted in 
three sections, the first being any 
charges for rent, taxes and insurance, 
after which remains “income or (loss) 
before interest and depreciation.” In- 
terest and related financial charges are 
then deducted, and the “income or 
(loss) before depreciation” is thus 
determined. After depreciation and 
amortization are deducted, the remain- 
der is the “net operating income or 
(loss).” 

From time to time there may be 
extraordinary items of income or ex- 
pense which cannot properly be in- 
cluded in regular club operations. Such 
items might be: 


Income and (loss) on the sale of 
fixed assets; 

Income and (loss) on securities 
sold; 

Settlement on claims and damages ; 

Organization and financing ex- 
pense. 


Those items should be shown in the 
section “other income and deductions,” 
and included in the income and ex- 
pense statement before it is closed out 
to the members’ equity account. 


Country Club Statement of Income 
and Expense 


The country club statement of in- 
come and expense (illustrated on page 
164) is similar to the short form of the 
city club statement. The country club 
is considered to consist of two oper- 
ating units, first, a golf course and 
other sports facilities, and, second, a 
clubhouse containing operated depart- 
ments and undistributed operating ex- 
penses similar to those of a city club. 
Since neither of the two units is self- 
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sustaining, the country club income and 
expense statement is arranged to show 
the net cost of each group and the dues 
available at each point after successive 
deductions of—first, golf course oper- 
ations, second, clubhouse operations, 
and, finally, fixed charges. 

This new country club statement 
arrangement will facilitate answering 
the members’ frequent questions, such 
as: “How much of my dues is used 
for golf activities? To what extent are 
the clubhouse departments self-sup- 
porting? What dues are available for 
fixed charges and for surplus and 
emergencies ?” 

Those forms of income and expense 
statements should prove effective for 
comparing two or more operations 
since the income and expense depart- 
ments can readily be related to mem- 
bership dues. Dues have been found 
to be the best measuring stick for com- 
paring operations of various sizes and 
are so used in the annual statistical 
studies of country clubs and city clubs. 


Food and Beverage Schedule 


Since the food and beverage depart- 
ment is an important feature of most 
club operations, the uniform system 
provides detailed information on the 
accounting for that department. Two 
forms of the food and _ beverage 
schedule are available. Although many 
income and expense items apply direct- 
ly to food or to beverages, other items 
apply to both operations. The latter 
items, referred to as “other income and 
joint expenses” create a problem as to 
allocation between food and beverage 
operations. 

Because of the difficulty of allocating 
that indirect income and expense, some 
clubs do not attempt any distribution. 
They, therefore, use the second form 
of schedule which provides a column 
for the listing of “indirect” items, and 
food and beverage columns for listing 
the “direct” income and expense. It is 
apparent, therefore, that the restaurant 
schedule in this form does not reflect 
a definite operating result for either 
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EXHIBI7 B 


STATEMENT OF INCOME AND EXPENSE 


Membership APS Coe SAR toe 


Golf and other sports 
Golf course maintenance ........ 
Golf shop and caddy expense .... 
Golf and tournament committee.. 


Total golf expenses ..... 
Less: Golf fees and admissions. . 


Net golf expense ........... 
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Net cost of sports activities ........ 


Dues available for clubhouse operation 
NAGE RIKC COBERES <015:0:5)55 0 i000 0's 


Clubhouse operation 
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Ce, LS ce one 
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EA On eh al aiisai ciate pears tne Wek 
EME grt arpa encesicere Sie. pears 
Minor departments ............. 
RPRRROT BIMOTERE 4 6:6 0 0:0ia.5  5idin:0-9.5 01% 


Deduct: Undistributed operating 
expenses 

CC a a es 
Pitentaiment. .6<.660e<as ss 
Administrative and general. . 
Heat, light and power ...... 
Repairs and maintenance — 
RINIGE So a orcas Saves 
Grounds maintenance ....... 


Net cost of clubhouse operation ..... 


Dues available for fixed charges .. 
Rent, taxes, and insurance .......... 


Dues available or (loss) before inter- 
OS ANA CEDRECIATION .....0.06 ss ccae es 
DMM SR oe er sites es od wih ewig 
Dues available or (loss) before depre- 
REM sors yn stains cies wie Saleeer's ais 4 
Net operating income or (loss) ...... 


Other additions and deductions ...... 


Net income or (loss)—to members’ 
equity—Exhibit A ......... eer 
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AMOUNTS PERCENTAGES 

1954 1953 1954 1953 
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food or beverages, but only a combined 
result. 

On the other hand, many clubs have 
adopted the policy that all restaurant 
income and expenses should be allo- 
cated in order to determine separate 
operating results for the food depart- 
ment and for the beverage department. 
That policy of complete allocation, 
even though partly on an estimated 
basis, is becoming increasingly popu- 
lar. Therefore, the first form of this 
schedule follows it and provides three 
columns for food, beverages and the 
combined total. 

Further detailed notes on the food 
and beverage schedules describe the 
treatment of employees’ meals and the 
preferred method of calculating the 
expense. The handling of credit to 
food fur transfers to bars and other 
procedures is also defined. The de- 
scription of the beverage accounts 
covers the segregation of sales by bars 
and dining rooms and by beverage 
groups, corkage, sales by the bottle, 
and the calculation of the cost of 
beverage sales. 
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Conclusion 


In conclusion, let me make it plain 
that the adoption of the uniform system 
means merely the rearrangement of 
the income and the expense accounts 
and nothing else. It provides for the 
departmental schedules and prescribes 
the income which should be credited, 
and the expense which should be 
charged to each department. A_ uni- 
form system of accounts does not mean 
that all clubs would use the same 
method of charging and billing mem- 
bers, or the same kind of internal 
control. 


Our experience has shown that the 
transition in club management result- 
ing from the annual change of officers, 
directors and committee chairmen, 
which frequently has been difficult in 
the past, is made much easier by the 
adoption of “The Uniform System of 
Accounts for Clubs.” Having a definite 
standard by which to measure the 
effectiveness of present operations 
against that of other and past opera- 
tions makes it a simple matter for new 
club officials to measure the efficiency 
of their performance. 
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Budgetary Controls 


By M. B. Basson, C.P.A. 


This paper discusses briefly the basic types of budgets and indi- 
cates what sort of data they generally contain. The author stresses 
that strict accountability for cost control should be established 
down through every level of factory or organization management, 
and that there should be full participation by all foremen, super- 
visors and department managers in the preparation of the budgets. 


ANY of us have probably had the 
M experience of talking to business 
executives who do not have carefully 
organized budgetary control programs, 
and having them raise the question, 
“Should we adopt budgetary control?” 
That question seems to me to indicate 
an unawareness of a very important 
fact which is that most of us, and 
most businesses, are using budgetary 
control most of the time even though 
we're not consciously aware of it. 

For instance, when we do some 
close figuring to decide whether we 
can afford to trade in the old car 
against a new one, based in part on 
what we hope the next Christmas 
bonus will be, we’re budgeting! Simi- 
larly, any planning for future action, 
based upon anticipated conditions, is 
budgeting even though it’s done in a 
somewhat informal or even haphazard 
way. Every business man does some 
estimating and planning, even though 
it may be informal and subconscious, 
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before he orders, buys, manufactures, 
or engages in any business operation. 
This estimating and planning, however 
elementary, is the beginning of bud- 
getary control. 

The point involved is that budgetary 
control is a vital tool for managerial 
control, and the essential question to 
decide is not whether we want the 
tool, but just how good a tool a com- 
pany management wants to have in 
order to get the most beneficial result 
from its use. Let’s get one item clear, 
though—the budget itself will not con- 
trol costs or reduce expenses—it will 
only provide a tool for management to 
help it plan, carry out, and control 
business operations. By management 
we mean every level and area of 
authority in the company which is re- 
sponsible for carrying out some part 
of the company’s program of activity. 
This embraces not only the executive 
group we generally think of as top 
management, but the successive levels 
of authority in sales, manufacturing 
and production, general administration, 
and in fact, any area of company op- 
eration where effective control of 
effort and cost is desired. 


Budgetary control involves the com- 
parison of actual current results with 
precomputed estimates of what those 
results ought to be. This is a very 
different thing from the orthodox 
practice of comparing this year’s 
figures with last year’s. This practice 
has two basic drawbacks. In the first 
place we are comparing current per- 
formance with past results that were 
attained under internal and external 
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conditions, some of which may no 
longer exist. To the extent that con- 
ditions have changed from one year to 
another, any comparison may be mis- 
leading. Secondly, the comparison is 
drawn to last year’s actual results, 
which may have involved inefficient 
operation. If a yardstick is to be used 
for measuring current operations, it 
should be constructed on the basis of 
desirable operating results. Budgetary 
control therefore is based upon estab- 
lishing predetermined goals against 
which to measure performance so that 
management can direct and control an 
organization most effectively. 

To accomplish this purpose many 
types of budgets are prepared. Some 
of the principal ones are sales budgets, 
production budgets, manufacturing ex- 
penditure budgets, selling and admin- 
istrative expense budgets, cash budgets 
and capital expenditure budgets, and 
we'll talk a bit about each of these in 
turn. I’d like to point out however, 
that even though these may be sepa- 
rately prepared by different persons 
or departments in a company, they are 
component elements of an integrated 
system, and in fact the construction of 
one budget depends on what has been 
computed for another. The whole sys- 
tem has been compared to what is 
involved in driving a car, where the 
driver cannot drive safely if he does 
not control at the same time the entire 
mechanism, that is, the accelerator and 
brakes, the clutch and gear shift, the 
steering wheel and headlights, and 
sO on. 


Sales Budget 


The first of the budgets we men- 
tioned was the sales budget, which is a 
forecast of sales for the next year. 
This is one of the most important 
parts of the budget structure, since 
other budgets are geared to the re- 
quirements estimated on the basis of 
the sales forecast. 

To arrive at the sales target a pre- 
liminary estimate is made based on 
market research, customer records, 
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business conditions and trends, com- 
parisons of the company’s trends with 
those of the industry as a whole, and 
any other factors which can be evalu- 
ated with reasonable accuracy and 
which would affect anticipated sales 
volume. The estimates are prepared 
in quantities, for each product Jine and 
sales territory if possible, and the 
quantities finally determined upon are 
converted to dollars. 


Inventory Budget 


When the volume of estimated sales 
is determined, the inventory and pro- 
duction budgets must be constructed. 
The maintenance of inventories at the 
most desirable levels, and the stabiliza- 
tion of inventories are among the 
primary objectives of effective bud- 
getary control. 

Inventories fluctuate, and the lowest 
permissible limit must be determined 
for each product or group of products. 
In certain cases, such as for materials 
used on special job orders, or perish- 
able goods, this limit may be close to 
zero. However, as a general rule, the 
average organization must keep on 
hand a certain quantity of each item it 
produces in order to provide satisfac- 
tory delivery and service to customers. 
This minimum safety level should be 
decided for each product by the sales 
manager. He would take into account 
customer habits, usual size of orders, 
possible rush or emergency orders and 
similar factors. He should consult 
with the production manager on the 
time needed for production of each 
item. Factors such as transportation, 
warehousing and delivery time would 
be considered as well. Also, the risk 
of maintaining too high an inventory 
must be considered carefully. 
change in market conditions, customer 
habits, styles, or economic conditions, 
might effect a substantial loss in what 
had been considered a valuable current 
asset. 

Based upon these and related con- 
siderations the inventory budget is de- 
termined. Its increases and decreases 
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should be correlated to the anticipated 
fluctuations in sales so as to absorb 
the ups and downs of sales. The in- 
ventory will generally be somewhat 


higher than the minimum safety limit,” 


for if production is to be stabilized at 
its most economical level, and if many 
different items are to be manufactured, 
it may be desirable to schedule pro- 
duction so as to make fewer but longer 
runs and thus reduce setup cost as 
far as possible. The essential purpose 
of inventory budgeting is to keep in- 
ventory fluctuating between safe mini- 
mum and maximum limits. 


Production Budget 


When the sales forecast, the inven- 
tory on hand and the desired inventory 
turnover are determined, the produc- 
tion budget can be prepared. This is 
equal to the sales forecast plus the 
increase, or minus the decrease, neces- 
sary to bring the opening inventory to 
the budgeted closing inventory. The 
three budgets—sales, inventory, and 
production, are thus inseparable links 
of a single chain. 

The budgeted annual production 
would be distributed over the months, 
or possibly weeks, of production with 
due regard for stabilizing production 
in accordance with company policy, 
and maintaining the budgeted inven- 
tory within the established minimum 
and maximum safety limits. 


Manufacturing Expenditure Budget 


_ The next item we want to consider 
is the manufacturing expenditure bud- 
get. This is based on the production 
budget, which we mentioned a mo- 
ment ago. Manufacturing expendi- 
tures consist of direct labor, direct 
materials, and factory expense. Pre- 
paring a budget for these items re- 
quires breaking them down to show 
how they will react to fluctuations in 
production. 


Direct labor cost consists of wages 
paid to workmen engaged in produc- 
live operations, such as_ milling- 
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machine operators, lathe operators 
power-hammer operators, and so on 
Their work goes directly into fabri- 
cating the manufactured product. 
Wages paid to toolmakers, storeroom 
personnel and others who render 
services in the factory are not direct 
labor costs but are included in factory 
expense. Direct labor costs may be 
measured either in dollars or in man- 
hours. Both are used in budgeting 
systems. 

The direct labor budget is set up for 
each department, and even for sub- 
sections of departments. The degree 
of refinement to be adopted depends 
on the level to which responsibility 
for cost control is to be carried. Direct 
labor expenditure is estimated on the 
basis of budgeted production. The 
estimate may be based on past ex- 
perience, or time and motion studies 
may be made to set production quan- 
tity standards based on standard pro- 
duction hours or standard wage rates. 

Direct material outlay is the cost of 
the material that becomes a part of the 
finished product, but does not include 
the cost of materials used during man- 
ufacturing operations, such as oils, 
dies, water, gas, etc. In preparing the 
direct materials budget, the objective 
should be to forecast the amount that 
will have accumulated for direct ma- 
terial expenditure at the end of the 
budget year, in accordance with the 
accounting methods followed by the 
company. In most companies the 
physical quantities of raw materials 
used for units of product are deter- 
mined with considerable accuracy; 
hence budgeting the direct material ex- 
pense on the basis of the production 
budget should not be very difficult. 

If standard costs are recorded in 
the accounts they should be used also 
in compiling the budget. The variance 
accounts representing the differences 
between actual and standard costs can 
then be used to identify and measure 
the performance inefficiencies that re- 
quire correction. 
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Budgeting for factory overhead pre- 
sents some special problems. In the 
case of direct labor and direct materials 
the manufacturing cost varies directly 
with production, as a general rule. 
Manufacturing overhead however in- 
cludes items which may vary with 
production, such as indirect materials, 
or may remain fixed regardless of pro- 
duction, such as depreciation, taxes 
and insurance, or may be what are 
called semi-variable expenses. These 
include items such as factory fore- 
men’s wages which may vary with the 
range of production, though not di- 
rectly with the volume of production, 
and which are subject to managerial 
regulation in a sense in which taxes 
and insurance are not. 


Flexible Expense Budget 

We've said that the primary pur- 
pose of a budgetary control system is 
to provide a tool for managerial con- 
trol of a business. If the control sys- 
tem is to function usefully it has to 
be geared to actualities. Since certain 
elements of manufacturing expense 
vary with production levels, the budget 
control system must take these varia- 
tions into account. This is done by 
preparing a flexible expense budget in 
which the various elements of depart- 
mental expense are computed in rela- 
tion to differing ratios of production 
capacity. Each item of fixed, semi- 
variable and variable factory overhead 
is estimated for each of several pos- 
sible levels of production. In actual 
practice, all possible levels of output 
cannot of course be computed, and cer- 
tain key levels are used, such as 60, 
80, 100 and 120 per cent of normal 
production capacity. Interpolation is 
used for other levels which may be 
attained. The flexible budget thus be- 
comes a series of cost estimates, ar- 
ranged by account classifications, for 
various levels of production. In ap- 
pearance it would be like a columnar 
work sheet with the captions of fixed, 
semi-variable and variable expenses 
down the left-hand side, and a column 


170 


Budgetary Controls 









of expense amounts for each percent. 
age of production capacity. 

These flexible budgets should be 
prepared for each department or cen- 
ter for accumulation of costs, where 
it is desired to charge a_ particular 
person with responsibility for control- 
ling costs. This frequently means get- 
ting down to the factory foreman 
level. 


Selling and Administrative Expense 

Budgets 

Selling and administrative expense 
budgets relate to items which are 
in part fixed, such as apportioned 
charges for depreciation and_insur- 
ance, and are in part variable such as 
commissions on sales, and profit bon- 
uses paid to administrative personnel. 
The techniques for preparing flexible 
budgets for manufacturing costs apply 
here also. Budgets should be prepared 
for each area in which responsibility 
is to be assigned for performance and 
cost control. 


Cash Budget 


A type of budget that is somewha. 
different from those we’ve talked 
about thus far is the cash budget. This 
is simply a reasonable forecast of 
future receipts and disbursements. It 
is generally prepared by or under the 
supervision of the treasurer, and the 
views and suggestions of all officials 
whose activities involve receiving or 
disbursing cash are utilized in prepat- 
ing the budget. 

The cash budget, which is generally 
prepared for a twelve-month period, 
with breakdowns into shorter periods, 
should be more than a simple listing 
of anticipated receipts and disburse- 
ments. The expected receipts must be 
considered and classified from_ the 
viewpoint of dependability. lor i 
stance a note receivable might repre 
sent a higher degree of reliability than 
certain trade accounts receivable, of 
an account due from an employee. 
Conversely, the expected disburse 
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ments must be considered from the 
viewpoint of immediacy. A payroll or 
a note falling due might be a much 
more pressing item than an investment 
under consideration by company man- 
agement. 

Cash budgeting of course involves 
dealing with many unforeseeables, and 
with items outside company control. 
Hence it must be sufficiently flexible 
to adjust to unexpected changes in the 
projected flow of cash. One useful 
device is to break down the twelve- 
month budget into tentative subsidiary 
weekly budgets. These could be pre- 
sented to weekly meetings of an ex- 
ecutive committee at which the next 
week’s budget would be revised to 
final form, and the second week fol- 
lowing into semifinal form. Both re- 
visions would of course be made in 
the light of what had happened the 
previous week, and the most current 
information on what might be ex- 
pected in the next two weeks. The 
essential objective of the entire cash 
budget program would be to steer a 
sound middle course between the 
danger of being short of cash, and the 
waste of allowing excessive cash to lie 
unproductively dormant. 


Capital Expenditure Budget 


Capital expenditures budgets  in- 
clude additions, betterments, and ma- 
jor replacements to plant and equip- 
ment, although ordinary current re- 
pairs are generally not included. How- 
ever, research and major engineering 
expenditures may be placed under 
capital budget control procedures. 

In capital expenditure budgeting 
each individual item or project in- 
volves what is tantamount to a sepa- 
rate individual budget. The usual 
procedure is to prepare and submit 
for approval a proposal for the project 
or expenditure. This proposal should 
describe the proposed item or project, 
together with a reasonably accurate 
estimate of its cost. The expected 
benefits to be derived should be stated, 
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such as improved operation or reduc- 
tion of cost. If completion of the 
project involves disposal of property 
already owned, the property should be 
described together with an estimate of 
the amount to be realized from the 
disposal. Approval of the proposal is 
generally on an over-all basis by ap- 
propriate company officials. These 
may include the vice president in 
charge of operations, the treasurer, 
the controller and the chief engineer. 
Approval of individual expenditures 
to carry out the project would follow 
normal accounts payable procedures, 
and would be controlled in total by the 
amount of the approved project. Peri- 
odic reports, usually monthly, would 
be issued to show the amount origi- 
nally approved, the status of comple- 
tion of each project, the costs thus 
far expended or committed for, and 
the available balance of the authorized 
amount. Significant expenditures over 
this amount should require special 
approval. 


Essentials of Budgetary Control 


We've mentioned thus far several 
types of budgets, and indicated briefly 
what sort of data they contain. I’d 
like now to mention a few points that 
have to be given adequate considera- 
tion if budgetary control is to be 
effective. 

In the first place strict accounta- 
bility for cost control should be estab- 
lished down through every level of 
factory or organization management. 
This means getting down to every 
foreman or supervisor who is respon- 
sible for performance in a given cost 
center. Budgets should be prepared 
for each such center and reports of 
differences between actual and budg- 
eted performance should be submitted 
promptly to the man in charge of the 
center. The chart of accounts should 
be designed to provide for recording 
expenditures so that comparisons be- 
tween budgeted and actual costs can 
be reported so as to identify and local- 
ize variances to the area where correc- 
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tion is needed. I‘or example, variance 
accounts might disclose differences be- 
tween actual and standard cost of pur- 
chased materials, or differences due to 
substitution of materials. Inefficient 
production rates based upon produc- 
tion time expended might be disclosed. 
The particular variances to be re- 
corded will vary with each company 
and type of operation. 

In any case, statements should be 
prepared for each cost center within 
a department, for the department as a 
whole, and for all departments under 
one responsibility head, and copies of 
the statements should be supplied to 
those in charge at all three levels of 
management. The man best fitted to 
correct inefficiencies and reduce costs 
is the man closest to the inefficient 
operation. Superior levels of authority 
are undoubtedly interested in control- 
ling costs and -maintaining efficiency, 
but they must rely on the man who 
does the work to correct the deficien- 
cies. 

Secondly, there should be full par- 
ticipation by all foremen, supervisors 
and department managers in the prep- 
ation of the budgets. In the first place 
this makes use of the special knowl- 
edge of an operation that the man 
directly in charge would have. Besides 
this, it is pretty nearly futile to charge 
a man with responsibility for per- 
formance or attainment of goals, un- 
less he has had a voice in deciding 
whether those goals are reasonable and 
attainable. The budget can’t be an 
ivory-tower product handed down 
from on high. If there is to be any 
hope of its functioning effectively as 
a control tool, the individuals held 
responsible for measuring up to it 
must help in creating it. 
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As a corollary to this participation, 
an education program may be neces- 
sary, for supervisors, foremen, and 
others participating in compiling the 


budget. Instruction meetings should 
be arranged in which discussion could 
be held on such points as: (a) defini- 
tion and purpose of a budget (b) defi- 
nition and methods of determination 
of cost elements (c) classification of 
manufacturing overhead expenses (d) 
explanation of forms to be used in 
preparing the budget and (e) descrip- 
tion and explanation of reports to be 
provided, and how they can be used to 
control costs. 

These discussions should ensure 
that the supervisors and foremen 
would have an adequate understand- 
ing of budget preparation and the use 
of budgets as aids to cost control. The 
foremen should be shown how tc iden- 
tify and investigate variances which 
indicate unsatisfactory performance, 
and how to keep expenditures within 
budget allowances. Individual help 
should be given to the men, both as 
an aid in their work, and as a check 
on the effectiveness of the instruction 
meetings. 

I’ve tried to give a brief outline of 
what the principal types of budget are, 
the purposes they serve, and how they 
are prepared and used. The discus- 
sion has of course touched on only a 
few key points of a very broad sub- 
ject, but budgetary control rears its 
own inexorable head when so rich a 
field is to be discussed in an allotment 
measured in minutes. For any phases 
of budgetary control that you’d like 
to explore further, there is a wealth 
of material available, much of which 
has been published by the National 
Association of Cost Accountants. 





















i0n, 
ces- 
and 
the 
yuld 
ruld 
Ani- 
lefi- 
tion 
oe 
(d) 
in 
rip- 
» be 
1 to 


‘ure 
nen 
nd- 
use 
The 
len- 
lich 
nee, 
hin 
ielp 
as 
eck 
Hon 


of 
are, 
hey 
“uS- 
va 
ub- 

its 
ha 
ent 
Ses 
like 
lth 
ich 
nal 


rch 














| | New York State Tax Forum 





Conducted by BenyJAMIN Harrow, C.P.A. 


State Tax Dinner 


On January 6th our Society acted as 
host at the annual dinner to our state 
tax officials. Arrangements for the 
dinner were entrusted to our State Tax 
Committee under the chairmanship of 
N. Harry Sack, and the individual 
members acted as a welcoming com- 
mittee. The evening was given over to 
sociability and good fellowship. About 
thirty tax officials were present and 
the atmosphere was friendly and jolly 
as usual. Deputy Commissioner 
Mitchell displayed his now familiar 
“professional” ability as a magician, 
He came unprepared to put on a real 
show, but fortunately he found a deck 
of cards and seven coins in his pocket. 
With these he mystified and fascinated 
us for many delightful minutes. His 
sleight of hand and skill in reading our 
minds should make taxpayers beware. 

We had hoped to welcome the new 
President of the Tax Commission, 
Hon. George M. Bragalini, but un- 


fortunately his new duties prevented 





3ENJAMIN Harrow, C.P.A., has 
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dent of the Society. He is now 
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tice as a certified public accountant 
and attorney in his own office in 
New York City. 











955 


him from attending. Commissioner 
Goodrich, the outgoing President, was 
also unable to attend. He would have 
received a real ovation for an excel- 
lent administration of the tax depart- 
ment under his leadership. We shall 
always remember him as a real friend 
of the accountant and of our Society. 

Even a social evening of this kind 
must have a serious note and that was 
injected by our president, Jack Seid- 
man. In his welcoming address he 
“threw out” the idea of eliminating, 
or at least reducing, the major func- 
tions of the tax department by a dras- 
tic simplification of the income tax law. 
Said Jack, “Why not base the tax on 
federal net income and pay the state 
some fixed percentage of the federal 
tax?” While the group decided to 
throw out such an idea, it should be 
noted that some such plan was in Com- 
missioner Browne’s mind in 1944, 
when the Tax Advisory Group 
wrestled with the same idea. Commis- 
sioner Browne had gone so far as to 
have Deputy Commissioner Roy 
Palmer prepare a suitable form to be 
used by New York taxpayers. There 
were two principal objections to the 
plan. One was the unwillingness of 
the State to delegate its sovereign 
power to tax to the federal govern- 
ment. The second objection related to 
major differences between the federal 
power to tax and the state power. Tor 
example, a state may not tax inter- 
est on federal instrumentalities, while 
the federal government may and does. 
Adjustments to federal net income 
would be required before applying the 
rates. Aside from constitutional prob- 
lems, the State has its own conceptions 
of taxable income, which have become 
quite fixed and which differ from 
federal notions. Then, too, there was 
the problem of the nonresident who is 
taxable in New York only on income 
from New York sources. 
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Commissioner Browne soon found 
the problem overwhelming and it was 
finally given up by the Tax Advisory 
Group. While Jack Seidman’s idea is 
basically a good one, simplification just 
isn’t simple. (See the 1954 Internal 
Revenue Code, passim. ) 

The evening was topped off by Bill 
Sands, a noted stage and television per- 
sonality, who regaled us with some in- 
formal comedy that took us far away 
from simplified returns. 


Filing Dates 


One of our members, Paul W. Cook, 
suggests that the filing dates for New 
York income and franchise tax re- 
turns be changed. Under Section 6072 
of the 1954 Code, the last day for 
filing individual returns has _ been 
changed from March 15th to April 
15th. The latter date coincides with 
the last day for the filing of the New 
York State income tax return. For- 
merly, a month intervened between the 
filing dates of the federal and state 
returns. Cook feels that the change 
will prove to be a hardship on ac- 
countants who handle individual tax 
returns in any volume, since most 
clients will wait until the last possible 
moment to attend to their tax returns. 
He suggests that the time for filing 
state income tax returns be advanced 
by one month to May 15th. He also 
suggests that the filing date for the 
New York State franchise tax return 
for calendar year corporations be ad- 
vanced by one month to April 15th, 
one month after the federal corporate 
income tax return. This would not 
burden the State Tax Commission un- 
duly at any one date, and it would 
make all franchise tax returns due 
three and one-half months after the 
close of the accounting year. At the 
present time the franchise tax return 
for a calendar-year corporation is due 
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four and one-half months after the 
year-end. 

Mr. Cook points out that the first 
payment on the income tax is_per- 
mitted to be one-quarter of the tax 
due and corporate taxpayers are re- 
quired to pay at least one-half of the 
tax on the return date. The proposed 
change of dates therefore would work 
to the State’s benefit. The dates for 
payments of subsequent installments 
could remain unchanged. 

We think the suggestion is a good 
one. The State may find it objection- 
able because of overlapping state fis- 
cal years. The State’s fiscal year ends 
on April 30. Advancing the payment 
of the franchise tax to April 15 brings 
revenue into an earlier fiscal year. 
This may disturb the state’s budget 
for revenue and expenditures for its 
fiscal year. However, it is only in the 
change-over year that revenue require- 
ments would need adjustment. 


The United Piece Dye Works Case— 
Interstate Commerce 


When the Appellate Division? in 
1953 decided that the United Piece 
Dye Works was not subject to the 
New York City gross receipts tax, the 
decision was startling and unexpected. 
The corporation is a processor of tex- 
tile fabrics. Its plants are located in 
other states. At issue was the ques- 
tion of whether deliveries within the 
city made the corporation subject to 
the tax. Orders were received and ac- 
cepted outside the state but about 95% 
of the customers are in the city and 
the corporation maintained a substan- 
tial office in the city for servicing its 
accounts by advice, sales promotion, 
advertising and handling of claims. The 
court held that these activities were 
but a part of the interstate operations 
of the corporation. 

The Court of Appeals? affirmed this 
decision and on January 10, 1955, the 


1 282 A.D. 60, See New York State Tax Forum in The New York Certified Public 


Accountant, Vol. XXIII, No. 7, p. 467 (July, 1953). 


2 307 N. Y. 780. 
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United States Supreme Court denied 
a writ of certiorari on the appeal of 
the City. 

Apparently incidental activities in 
New York City such as promotional 
operations and claim adjustments need 
not subject a corporation to the gross 
receipts tax. It should be noted that 
if orders are received at a local office 
and then, sent to outside plants, or if 
any processing is done in New York 
City, or if deliveries are made through 
a local office, the corporation would be 
subject to the tax on an allocated basis. 

In a companion case® decided by 
the Appellate Division, a corporation 
was held not subject to the gross re- 
ceipts tax even though it did carry on 
some local business. This was denied 
under the de minimis rule. The local 
operations consisting of the sale of air- 
plane parts and maintenance for other 
air lines amounted to about $12,000, in 
comparison with a total business of 
several millions of dollars. 


Franchise Tax — Foreign 
Corporation 


In a letter to the Department of 
Taxation and Finance the Attorney 
General considers the franchise tax 
liability of a foreign corporation that 
invests funds in a joint venture car- 
ried on in New York State. Exercis- 
ing its corporate franchise or doing 
business in New York subjects a for- 
eign corporation to the tax. It has been 
held in a number of cases that mere 
investment of money does not of it- 
self constitute the doing of taxable 
business. Nor is a foreign corporation 
considered to be doing business in 
New York if it invests capital in the 
stock of a domestic corporation. The 
business of the domestic corporation is 
not the business of the stockholders. 

But the rule is different if a foreign 
corporation is a partner in a domestic 
partnership. In that situation each 





partner acts as a principal. Each part- 
ner has a joint interest in the partner- 
ship property and each partner acts as 
an agent for the other partners. A 
foreign corporation which is a partner 
in a New York partnership is doing 
business in this state by virtue of that 
fact, and that would be true even if the 
foreign corporation was only a limited 
or special partner. 

The joint venture is treated as a 
partnership and governed by the same 
rules. Thus the foreign corporation, 
as a principal in the joint venture, 
would be subject to the franchise tax 
if the activities of the joint venture 
are carried on in New York. It is not 
necessary for the corporation itself to 
take an active part in the management 
of the affairs of the joint venture. 

The ruling adds that if the nature of 
the investment is such that the cor- 
poration does not become a party to the 
joint venture so that the business of 
the joint venture cannot be said to be 
the business of the corporation, the 
mere isolated act of making the invest- 
ment could not be construed as the 
carrving on of business in the state by 
the foreign corporation. 


Franchise Tax—52-53 Week 
Accounting Year 


The Tax Commission is accepting 
the 52-53 week accounting year now 
permitted under Section 441 of the 
Internal Revenue Code of 1954 for the 
purpose of taxation under Article 9A. 
In an opinion*t of Deputy Commis- 
sioner Kassell, he says that entire net 
income is presumably the same as that 
required to be reported to the Treasury 
Department. The method of account- 
ing used in computing net income for 
federal income tax purposes is gen- 
erally to be used in computing entire 
net income for franchise tax purposes 
unless the Tax Commission deems it 
necessary, in order properly to veflect 


3 United Airlines, Inc. v. Joseph, 282 A.D. 48. 


4 Dec. 21, 1954. 
1955 
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entire net income, to use a different 
method of accounting. He adds that 
the use of a 52-53 week accounting 
year may alter slightly the taxpayer’s 
income for a particular year, but over 
a period of years the income is not 
distorted materially. The income omit- 
ted in the 52-week year will be included 
in the taxpayer’s next return covering 
a period of 53 weeks. Such a method 
therefore is acceptable if it is used by 
the taxpayer for federal tax purposes. 


Treasury Stock and the One 
Mill Tax 


One basis of the franchise tax is 
business and investment capital. The 
tax is computed on the value of such 
capital at the rate of one mill for each 
dollar of capital. Until March, 1944, 
the tax was based upon the value of 
the issued capital stock and treasury 
stock was considered as issued unless 
it was legally retired. Since March, 
1944, the value of issued capital stock 
is determined by valuing the assets 
of the corporation and deducting there- 
from the current liabilities, thus ap- 
proximating the net worth of the cor- 
poration. In such determination treas- 
ury stock is considered as an asset. 

One of our members contends that 
treasury stock is a reduction of capital 
and to treat it as an asset increases 
the tax base and results in a higher 
tax based upon capital. From the 
point of view of sound accounting 
principles, treasury stock should not 
be included as an asset and should be 
reported on a financial statement as a 
reduction of outstanding capital stock. 
The Tax Commission has always 
treated issued stock as outstanding 
even though it has been reacquired by 
the issuing corporation. Legally, such 
stock remains issued and outstanding 
unless it actually has been retired. This 
is so even though there is no inten- 
tion of reselling the stock or even if 


the legal retirement is an oversight. 
The position of the Tax Commission 
may not be in agreement with ac- 
counting principles but there is a legal 
basis for treating treasury stock as 
outstanding stock. 

The Tax Law itseif makes no spe- 
cific reference to treasury stock, but 
the Regulations (Article 331) define 
investment capital to include treasury 
stock. Prior to January 9, 1952, treas- 
ury stock was considered to be busi- 
ness capital. Previous issues of the 
State Tax Forum have discussed this 
problem.5 


Corporate Distributions 


Prior to the Internal Revenue Code 
of 1954, a dividend was defined gen- 
erally as a distribution made by a cor- 
poration out of its earnings and pro- 
fits.. It included also a distribution 
made out of earnings of the current 
year, even though there was an over-all 
deficit. The State law does not have 
a similar provision, taxing a distribu- 
tion made out of current earnings as 
a dividend if there is an over-all de- 
ficit, but the courts have taxed such 
a distribution as a dividend.® 

Article 66 of the New York State 
Income Tax Regulations provides that 
any distribution made by a corpora- 
tion other than out of earnings and 
profits is to be regarded as a return to 
the stockholder of part of the capital 
represented by his shares of stock. 

During the past year both the fed- 
eral and state governments have been 
trying to tax distributions made by 
housing corporations as ordinary di- 
vidends. Such distributions have been 
referred to as “windfall” profits. They 
were made by builders on federally-in- 
sured mortgage loans. Such loans ex- 
ceeded the cost of construction and 
the excess was distributed to the stock- 
holders. Since the corporation had no 
earnings and profits, the distribution 


5 The New York Certified Public Accountant, Vol. XXII, No. 2, p. 130 (Feb., 1952) 


and No. 4, p. 253 (Apr., 1952). 


6 Peo. ex rel. Cowan v. Graves (1940) ; 
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258 App. Div. 699, affd.:284 N. Y. 628. 
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was treated as a return of capital and 
any excess received over the cost of 
the stock was reported as a capital 
gain. 

In a decison? filed on February 1, 
1955, the Tax Court held that such 
a distribution was a return of capital 
taxable as capital gain. Judge Tietjens 
wrote the opinion, which was reviewed 
by the entire sixteen-man court with- 
out a dissent. The State Tax Commis- 
sion had been awaiting this decision 
since it too was concerned with the 
treatment of these windfall profits. 

It should be noted that, under the 
1954 Code, Congress treats “windfall” 
profits as ordinary i income. It does this 
by providing (Section 312(j)) that 
when property is distributed by a cor- 
poration and there is then outstanding 
aloan of such corporation made, guar- 
anteed or insured by the United States, 
which loan exceeds the adjusted basis 
of the property constituting security 
for the loan, the earnings and profits 
of the corporation shall be increased 
by such excess. Immediately after the 
distribution the earnings and _ profits 
are decreased by such excess. This 
provision applies to distributions made 
after June 22, 1954. Similar legisla- 
tion would have to be passed by the 
New York Legislature if the Tax 
Commission hopes to tax such “wind- 
fall” profits as ordinary income. 


The Amusement Tax 


Since July 1, 1954, the City has 
been collecting an amusement tax of 
5% of the established admission price 
on theatre tickets, etc. As a matter of 
fact, it has been collecting more than 
5% because in cases where the tax in- 
volved a fraction between a half cent 
and a full cent it collected the full 
cent. In an action brought by a group 
of motion picture operators in Queens, 
the Supreme Court had held that the 
City could, under the law, collect the 
breakage, but the Appellate Division 
overruled the Supreme Court holding 


7 Gross Morton case, 23 T. C., No. 97. 
1955 


that the City had no authority to col- 
lect more than 5% of the established 
admission price. The City will appeal 
this decision. Presiding Justice Ger- 
ald Nolan held the collection of muni- 
cipal taxes to be “purely statutory 
functions and the power to exercise 
them must be expressly conferred.”’ He 
exscinded from the law the provisions 
for the collection of a full cent in 
cases in which the tax as computed 
included a fraction of a cent. There 
was a minority opinion, written by 
Justice George J. Beldock, which held 
that the breakage practice was practical 
and common-sense. Comptroller Ge- 
rosa estimated that the breakage 
amounted to about a million dollars 
a year. 


Coming Changes in the Tax Law — 
Value of Meals and Lodging 


The 1955 Legislature is now in ses- 
sion and numerous tax bills have al- 
ready been introduced in the Assembly 
and in the Senate. The Internal Rev- 
enue Code, naturally, has influenced 
some of the changes in the New York 
law now being proposed. For example, 
one bill proposes to exclude from gross 
income the value of meals or lodging 
furnished an employee by an employer 
if this is for the convenience of the 
employer. The bill provides that the 
meals must be furnished on the busi- 
ness premises of the employer and, in 
the case of lodging, the employee is 
required to accept such lodging on 
the business premises of the employer 
as a condition of his employment. This 
is similar to Section 119 of the 1954 
Code. Under the present New York 
income tax law, board and lodging fur- 
nished to employees as a part of the 
contract of employment, which have 
a cash value in serving to reduce per- 
sonal living expenses are taxable. 
(Article 25) 


Multiple Support of Dependents 


Senate and Assembly bills have been 
introduced proposing to allow a de- 
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pendency credit to a taxpayer who, to- 
gether with others, contributes over 
half the support of such dependent. 
This is similar to Section 152(c) of 
the 1954 Code and the conditions are 
also similar: i.e., no one person has 
contributed over half the support; the 
taxpayer has contributed over ten per 
cent; and all the other persons who 
have contributed over ten per cent of 
such support must file written declara- 
tions that they will not claim such in- 
dividual as a dependent for any tax- 
able year beginning in such calendar 
vear. 


Personal Exemptions 


About a dozen bills have been in- 
troduced in relation to personal exemp- 
tions. One bill provides that a widow 
or widower having and providing for 
the care and support of one or more 
children shall be entitled to a personal 
exemption of $4,000. This bill also 
provides that a blind person or a per- 
son over the age of 65 shall be en- 
titled to a personal exemption of 
$5,000. Under the present law there 
is no additional exemption for a per- 
son who is blind or who is over. 65 
years of age. 


Another bill would allow an addi- 
tional exemption of $1,000, each, if a 
taxpaver or his spouse is blind. A third 
bill would allow such additional ex- 
emption to a taxpayer who has reached 
the age of 65. A fourth bill would 
allow a special deduction of $600 in the 
case of a disabled person. This term 
is defined to mean an individual who 
is handicapped bv reason of a physical 
defect or infirmity during the entire 
vear to such an extent that he is faced 
with extreme limitations with respect 
to employment and social activities. 


Time for Filing Returns 


Several bills have been introduced 
proposing to extend the time for filing 
calendar year returns from April 15 


to May 15. 
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Medical Deduction 


At least a dozen bills propose 
changes in the medical deduction. One 
bill provides that if either the tax- 
payer or his spouse is blind or has 
attained the age of 65, medical ex- 
penses shall be deductible in full, not 
to exceed $2,500 on a joint return or 
the return of a head of a household. 
On a separate return the ceiling is 
set at $1,250. Another bill would al- 
low a husband and wife who file a 
joint return a deduction of medical ex- 
penses in excess of 3% of the aggre- 
gate net income, with a maximum de- 
duction of $2,500. The same provi- 
sions would apply in the case of a head 
of a family. On a separate return the 
3% floor is applicable, but the ceiling 
is fixed at $1,250. A third bill would 
allow as a medical deduction the cost 
of transportation to and from a place 
of gainful employment, in the case oi 
phvsically-disabled taxpayers who re- 
quire special transportation. 

A fourth bill sets a ceiling of 
$10,000 for medical deductions in the 
case of husband and wife or a head 
of a family, and $5,000 for all other 
individuals. Under the present law the 
ceiling is $1,500 and $750, respectively. 
A fifth bill would allow the deduction 
for medical expenses in full for all 
taxpayers, without any limitations, mi- 
nimum or maximum. 


Child Care Deductions 


A number of bills propose a deduc- 
tion to taxpayers from the earnings of 
wives gainfully employed outside the 
home. One bill proposes a deduction 
up to $500 for all expenses incurred 
for the care of minor children under 
16 vears of age, where the wife is 
employed for gain outside the home, 
and the combined income of the hus- 
band and wife does not exceed $6,000. 

Under the 1954 Code, Section 214, 
such a deduction is allowed to a woman 
or a widower not in excess of $600. If 
the woman is married, the deduction is 
not allowed unless she files a joint 

(Continued on page 181) 
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Conducted by Louis H. Rappavort, C.P.A. 


SEC Proposes to Adopt New Semi- 
Annual Report; Asks for Comments 


For several years listed companies 
(with certain exceptions) were re- 
quired to file quarterly reports of their 
sales and operating revenues with 
SEC. This requirement also applied 
to certain unlisted companies which 
had registered securities under the 
1933 Act and filed an undertaking in 
which they agreed to file the sdme 
reports as were required of listed com- 
panies. These quarterly reports were 
filed on Foo... 9-K. 

The Commission recognized that 
reports of saics and revenues were in- 
adequate and were apt to be mislead- 
ing. The Commission therefore con- 
sidered the possibility of expanding 
the scope of Form 9-K but dropped 
the idea in view of objections which 
were raised against the proposal. At 
the same time the SEC eliminated the 
requirement for filing Form 9-K. At 
the present time income statements of 
listed and certain unlisted companies 
are filed with SEC only once a year. 

The Commission has reviewed again 
the question of interim reporting and 
believes that consideration should be 
given to requiring reports of certain 
significant information more often 
than once a year. The Commission 
therefore proposes to adopt a new 
Form 9-K to provide for semi-annual 
reports to the Commission under the 
Securities Exchange Act of 1934. 

The proposed report would be filed 
only once a year, 45 days after the 
end of the first half of the fiscal year. 
The report would not contain a formal 
income and surplus statement but 





Louis H. Rappaport, C.P.A., is 
a partner in the firm of Lybrand, 
Ross Bros. & Montgomery, C.P.A.’s. 
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would require information with re- 
spect to the following: 
Gross sales less discounts, returns and 
allowances. 
Operating revenues 
Total of captions 1 and 2 
Extraordinary items 
Income or loss before taxes 
Provision for income taxes 
Net income or loss 
Special items 
Earned surplus items. 


wi bye 


A 


Oo 


With respect to Caption 9 above 
there must be stated separately any 
material additions or deductions other 
than net income and dividends, indi- 
cating clearly the transactions out of 
which the items arose. The instruc- 
tions also call for an appropriate ex- 
planation of any information necessary 
in order that the reported infermation 
be not misleading, such as a statement 
to the effect that the amounts shown 
may not be representative because of 
the seasonal nature of the business or 
an unusual increase or decrease in net 
sales or income. 

The required information is to be 
given as to the registrant, or, if the 
registrant files consolidated financial 
statements with its annual reports, the 
information must be for the registrant 
and its consolidated subsidiaries. In 
addition, the required information 
shall also be given separately as to 
each unconsolidated subsidiary — or 
group of such subsidiaries for which 
separate individual or group state- 
ments are required to be filed in the 
registrant’s annual report. Such in- 
formation need not be furnished, how- 
ever, for any such unconsolidated sub- 
sidiary which, if it were a registrant, 
would not be required to file semi- 
annual reports. 

The Commission states that in view 
of the fact that interim earnings fre- 
quently can be arrived at only by the 
use of reasonable estimates or on the 
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basis of certain assumptions, the pro- 
posed reports of such information 
would not be subject to liability un- 
der Section 18 of the Act, which im- 
poses civil liability on any person who 
makes a false or misleading statement 
in any report or document filed with 
SEC. The reports would, however, 
be subject to Section 32(a) of the 
Act, which provides criminal penalties 
for wilfully and knowingly making 
false or misleading statements. 

The report would not have to be 
certified, and any necessary limitations 
could be stated. Any company issuing 
semi-annual statements containing the 
information called for by the form 
could file such statements as an ex- 
hibit and incorporate them by ref- 
erence. 

The proposal would be applicable to 
any company which is required to file 
annual reports on Form 10-K or Form 
U5S, or which is required to file a 
report on one of such forms as Part 
Il of Form 16-K or Form 19-K, but 
would not have to be filed by the fol- 
lowing types of issuers: 
3anks and bank holding companies 
Investment companies 


Insurance companies, other than’ title 
insurance 
4. Public utilities and common carriers 
which file financial reports with the 
Federal Power Commission, Federal 
Communications Commission, or the 
Interstate Commerce Commission. 
Companies engaged in the seasonal 
production and seasonal sale of a 
single-crop agricultural commodity 
6. Companies in the promotional or de- 
velopmental stage to which paragraph 
(b) or (c) of Rule 5A-01 of Article 
5A of Regulation S-X is applicable 
7. Foreign issuers other than private is- 
suers domiciled in a North American 
country or Cuba. 


aN 


un 


The Commission’s proposal to adopt 
I‘orm 9-K and the related rules is con- 
tained in Release No. 5129 under the 
1934 Act and Release No. 3529 un- 
der the 1933 Act. All interested per- 
sons are invited to submit their views 
and comments on the proposal in writ- 
ing to the SEC on or before Febru- 
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ary 28, 1955. Of course, communica- 


tions received thereafter wil! un- 
doubtedly be given attention if time 
permits. A public hearing with re- 
spect to the proposal will be held at 
the Commission’s office on March 9, 
1955. 


SEC Amends Form 10-K 


The SEC has amended the instruc- 
tions for financial statements in orm 
10-K, insofar as they relate to regis- 
trants that are not in production and 
which comply with certain other con- 
ditions. The revised instructions in 
respect of registrants not in the pro- 
duction stage are as follows: 


Registrants Not in the Production 
Stage. 


(a) Notwithstanding the foregoing 
instructions, if the registrant falls 
within the terms of paragraph (b) 
or (c) of Rule 5A-01 of Regulation 
S-X, the following statements, all of 
which shall be certified except as pro- 
vided in (b) below, shall be filed for 
the registrant and each of its signi- 
ficant subsidiaries, if any: 


(i) The statements specified in 
Rules 5A-02, 5A-03, 5A-04, 5A-05 
and 5A-07 shall be filed as of the 
end of the fiscal year, 

(ii) The statement of cash re- 
ceipts and disbursements specified 
in Rule 5A-06 shall be filed for 
the fiscal year. 


(b) The financial statements pre- 
scribed in (a) above need not be cer- 
tified if all of the following conditions 
are met by the registrant and each 
of its significant subsidiaries, if any: 

(i) Gross receipts from all 
sources for the fiscal year are not 
in excess of $5,000. 

(11) The registrant has not pur- 
chased or sold any of its own stock, 
granted options therefor, or levied 
assessments upon outstanding stock, 

(iii) Expenditures for all pur- 
poses for the fiscal year are not in 
excess of $5,000, 
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(iv) No material change in the 
business has occurred during the 
fiscal year, including any bank- 
ruptcy, reorganization, readjustment 
or succession or any material ac- 
quisition of disposition of plants, 
mines, mining equipment, mining 
rights or leases, 


(v) No exchange upon which the 
shares are listed, or governmental 
authority having jurisdiction, re- 
quires the furnishing to it, or the 
publication of, certified financial 
statements. 
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(Continued from page 178) 


return with her husband. In addi- 
tion the deduction is reduced by the 
amount by which the adjusted gross 
income of both spouses exceeds $4,500. 
The latter conditions do not apply if 
the husband is incapable of self-sup- 
port because of mental or physical dis- 
ability. Furthermore, the dependent 
must be a child under twelve years of 
age. 

A second bill proposes a deduction 
not in excess of $1,000 for child care 
expenses for any taxpayer gainfully 
employed outside the home, if the 
child is under 12 years of age. A third 
bill proposes a deduction up to $1,500 
in the case of a widow, widower, or 
parent not living with his spouse, if 
such taxpayer is required to pay for 


—" 
oO 
nn 
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the care of any child under 16 years 
of age. 


Deduction for Federal Income Taxes 


Each year bills are introduced pro- 
posing a deduction for income taxes 
paid the United States. This year 
is no exception. The Tax Commission 
always opposes such bills and un- 
doubtedly will do so again. It argues 
that such a deduction would make 
serious inroads in the revenue and 
would require an increase in the tax 
rates. More legislators appear to be 
concerned with this deduction since 
more bills on this issue have been in- 
troduced this year than in former 
years. 
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Office and Staff Management 


A forum for the exchange of views and information on all 
aspects of the administration of an accounting practice. 








Conducted by Max Btock, C.P.A. 


Column #50 


Man loves to celebrate birthdays, 
wedding anniversaries, and _ other 
events worthy of commemoration. 
Recognition of the fact that this is 
Column No. 50 (which is a young 
age compared with that of other 
columns in our magazine) caused the 
Editor to stop and reflect on (a) that 
the time passed very quickly, (b) it 
was an enjoyable experience, (c) 
many professional friends were made 
in the process, and (d) some account- 
ants found it helpful. 


Credit-Executive—C.P.A. Relations 
On October 26, 1954, the annual 


“relations’’ meeting of members of the 
New York Credit and Financial Man- 
agement Association and of the New 
York State Society of Certified Public 
Accountants was held. As usual, clar- 
ification of mutual problems resulted 
from the pointed questions raised and 
the frank responses made. 

Excerpts of the proceedings are 
here reproduced and others will ap- 
pear in later issues. Representatives 
of the New York State C. P. A. So- 
ciety were Stephen Chan, Weldon 
Powell, and ‘Saul Hertz. 

Question: “Has the credit grantor 
the right to expect the accountant to 





Max Brock, C.P.A. (N. Y., Pa.) 
is a former chairman of the Com- 
mittee on Administration of Ac- 
countants’ Practice of the New York 
State Society of Certified Public 
Accountants. He is a lecturer at 
The City College of New York in 
the graduate course of Accounting 
Practice. Mr. Block is a member of 
the firm of Anchin, Block & Anchin. 
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inform him when conditions such as 
the following occur: 

(a) The accountant’s withdrawal 
from an engagement. 

(b) A substantial casualty loss, oc- 
curring after the issuance of a 
statement. 

(c) The withdrawal of a principal 
from a company. 


(d) Pledging of assets.” 


Answer by Mr. Hertz: “. . . The 
problem of post-report information 
does not arise in situations where the 
accountant ends his work with the 
completion of a published report at the 
close of the year and does not audit 
the client again until the following 
year. It refers to engagements where 
the accountant does monthly audits 
and thus is in constant touch with his 
client’s affairs.” 

“. . . The question under discussion 
asks : ‘Has the credit grantor the right, 
et cetera?’ Obviously he has no legal 
claim to make such demands for inter- 
im information. However, if one will 
bear in mind that in order to carry 
out his function, the credit grantor 
desires and requires full disclosures 
of his customers’ finances and opera- 
tions, he may see that such requests 
are surely within reason and deserve 
sympathetic consideration on the part 
of the accountant. The credit grantor 
in the textile industry and some kin- 
dred fields has developed an enviable 
relationship with accountants, as a re- 
sult of which, extension of credit has 
been measured almost as much by the 
reputation and standing of the ac- 
countant and verbal interim informa- 
tion he submits, as the annual written 
financial statement of the customer. 
While this attitude has burdened the 
accountant with grave responsibilities 
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Office and Staff Management 


and demands on his time, it has been 
beneficial in augmenting the need for 
his services with greater opportunities 
for growth in practice. . . 

“With the area of our discussion 
thus defined, we proceed to the prob- 
lm at hand. As to the general ques- 
tion of verbal interim information, it 
sems to me that the accountant can 
be guided by the same auditing, report- 
ing and ethical standards in verbal 
credit references as he would be in a 
full written report. More specifically, 
he should observe the following prin- 
ciples : 

“1. Either general discretionary 
power, preferably in writing, or spe- 
cific consent first must be obtained 
from the client. 

“2, The accountant must be sure 
who the inquirer is and the propriety 
of his inquiry. 

“3. The nature and source of in- 
formation given, that is, whether it is 
from unaudited records, a fully veri- 
fed report, et cetera, and any material 
qualifications should be clearly under- 
stood as in a written report. 

“4, Direct questions should be an- 
swered briefly but without omission of 
material fact. 

“5. If the credit executive fails to 
inquire about an item that is material 
in the circumstances, the information 
should be volunteered. 

In the light of the principles set 
forth, I would say the following re- 
garding the specific examples cited in 
the question : 


“1. Information regarding the with- 
drawal by an accountant would be 
revealed automatically either by the 
next report prepared by'a successor, 
or in trade gossip. Therefore, it would 
be just as well for the accountant to 
teport by a simple letter to some cen- 
tral agency in a particular industry 
the fact of his withdrawal. A copy 
should be sent to the client and the 
teason for the withdrawal should not 
be disclosed, but left to the client to 
tivulge. 
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“2. Material changes in the financial 
standing of the client caused by post- 
report events other than operations, 
such as casualty losses, withdrawals 
of substantial stock investments, the 
pledging of assets, et cetera, normally 
would be revealed in answer to credit 
inquiries as previously described along 
with interim operating data. Again, 
however, such disclosures are primar- 
ily the prerogative of the client and 
unauthorized disclosure by the ac- 
countant would be a violation of his 
confidential position and could subject 
him to legal damages. Normal pru- 
dence, therefore, would dictate that 
specific consent be obtained in the 
revelation of such events. There are 
situations where the accountant may 
owe a specific duty to a large creditor. 
If, in these circumstances, the client 
should refuse to release full informa- 
tion, the accountant must be guided 
by his professional ethics and his ob- 
ligations to third parties. If he con- 
siders the withheld information of 
sufficient importance as to jeopardize 
the client’s financial status and the 
credit executive’s position, he might 
be wise, finally, to withdraw from the 
engagement.” 


Staff Room Equipment 


How should a modern staff room be 
equipped to make it an efficient work 
room? Here is a group of suggestions 
for those who are concerned with this 
subject, culled, in part, from a dis- 
cussion among C. P. A. office man- 
agers. 

The size of the room obviously has 
a bearing on what physical facilities 
can be placed in it. Nevertheless even 
a room with only one table or desk 
in it should have certain minimum 
utilities. 

1. Have the room soundproofed. 
Carpeting on the floor and sound- 
proofing the ceiling will have a very 
beneficial effect. Quiet is good for the 
nerves and essential to concentration. 

2. An air conditioner (window 
or other type) is a necessity. It will 
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pay for itself very quickly in greater 
productivity in the summer months. 
All year round it helps reduce dust 
accumulations and outside noise. 


3. The lighting should be excellent. 
‘Good’ is not good enough. Related 
thereto is the color of the wall paint 
or paper. It should be a subdued tone 
and one that will help disperse the 
light effectively. 

4. Tables are considered by some 
accountants to be more practical than 
desks. They have found that desk 
drawers become storage vaults for 
files, creating difficult problems in the 
location of papers, particularly if 
desks are not assigned exclusively to 
specified persons. The desk or table 
arrangement should be in ‘file’ form, 
to discourage idle conversation. 


5. A file cabinet should be in the 
staff room in which, as a minimum, 
may be kept: 


(a) Personal file for each man. 
This is a place for messages, bulletins, 
client correspondence to be dealt with, 
and other material to be brought to a 
staff accountant’s attention. Larger 
installations provide individual com- 
partments in a cabinet. 


(b) Books and papers being worked 
on and which will be required within 
one or two days. This will make it 
possible for tables and desks to be left 
clean each night. Other papers should 
be returned to the clients’ files. 


(c) Blank tax return and other tax 
forms. 


(d) Blank accounting forms, such 
as bank confirmations, liability certifi- 
cates, inventory certificates, etc. Large 
quantity forms, such as accounts re- 
ceivable and payable confirmations, 
may require a separate storage space. 


(e) Administration forms, such as 
time sheets, expense sheets, etc. Of 
course, these storage facilities will re- 
quire expansion and specialized con- 
sideration as the staff and staff room 
are increased. 
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6. A cabinet for workpaper and 
other supplies is helpful. In it should 
be kept minimum quantities for office 
use. I‘ull pads should be requisitioned: 


therefore, such supplies should be 
under control. 


7. Clients’ accounting and tax files 
may be kept in the staff room. This is 
a convenient location for smaller firms 
and others whose space permits. The 
location is expedient for easy access 
to the files by the staff for the selection 
and filing of papers. Obviously, this 
arrangement reduces control over the 
files and this aspect should be given 
serious consideration. Many firms 
keep files in a separate file room or 
vault. 

8. A small bookcase for reference 
books, tax services, accounting and 
trade magazines, etc. is a ‘must.’ 

9. Machines, such as a calculator, 
adding machine, stapling machine, and 
a hole punch are standard equipment. 
Other machines may be added as in- 
dividual needs and desires dictate. 
An extra soundproofing installation 
around the noisy machines is highly 
desirable. 


10. Adequate wardrobe facilities 
should be provided either within or 
outside of the staff room. Inasmuch 
as staffmen must be required to keep 
their room as neat and orderly as 
possible, topcoats, hats, rubbers, and 
umbrellas should be kept out of sight 
if possible and, in any event, stored 
in an orderly manner. A_ wardrobe 
rack is preferable to the old fashioned 
‘tree.’ 

11. Little gadgets and conveniences, 
in generous quantities, are helpful, 
e.g., waste baskets, ash-trays, pencil 
sharpeners, etc. Also small supplies, 
such as clips, mechanical pencil leads, 
erasers, blotters, etc., should be handy 
and kept in a centralized location. 

12. If space permits, a telephone 
booth should be installed. Thereby a 
staffman will not disturb others in the 
room by his conversation. The booth 

(Continued on page 190) 
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Conducted by SAMUEL S. Ress 


Self Employment Tax for Ministers 
and Clergymen 


Duly ordained, licensed, or com- 
missioned ministers, Christian Science 
Practitioners, and eligible members of 
religious orders who wish to avail 
themselves of the right to social secur- 
ity coverage provided by the 1954 
amendments to the Internal Revenue 
Code and Social Security laws must 
file waiver form number 2031 no later 
than April 15, 1956, the tax due date 
for filing calendar year 1955 self- 
employment tax returns. The waiver 
must be filed with the District Director 
of Internal Revenue. The clergyman 
must also secure a social security num- 
ber by filing an application with the 
local office of the Social Security 
agency in the county of his residence. 


Wages and Hours— 
Some New Developments: 
“In and Out” Records 
Requirements Changed 


Where some or all of a company’s 
employees work on a fixed schedule 
of working hours, and the hours of 
work are regular, with overtime or 
undertime not usual in the establish- 
ment, employers need not keep start- 
Ing or stopping time of offiee or pro- 
duction workers. The Wage and Hour 
Administrator has ruled: 





SAMUEL S. Ress has been an As- 
sociate Member of our Society since 
1936, and is also a member of the 
Bar. He has specialized in the pay- 
roll tax field since the inception of 
this type of legislation in 1936. 

Dr. Ress is a member of the 
Society’s Committee on State Taxa- 
tion and Chairman of the Sub-Com- 
mittee on Unemployment Insurance. 














“.. . If in fact, a record is kept with 
respect to each employee employed on a 
weekly or monthly basis in an establish- 
ment or department thereof operating on 
a fixed schedule of hours per day and 
hours per week which that employee is 
normally expected to work and if in fact 
the payroll (or other records) maintained 
by the employer indicate for each worker 
or for each group of workers that such 
scheduled hours were in fact adhered to 
this would be in compliance with the regu- 
lations. When hours in excess of or less 
than those scheduled are worked, the Em- 
ployer must supplement this record by 
showing exact number of hours worked 
each day and each week. 


The Wage and Hour Administrator 
pe not require any particular order 

- form of record so long as the sys- 
net set up by the employer contains 
the information specified in the regu- 
lations and is kept in an accurate 
manner. It should likewise be noted 
that micro-filming of the exact records 
so long as they are clear reproductions 
may be kept in lieu of original records. 
It should be kept in mind that despite 
the above ruling, the keeping of “In 
and Out” records may protect an em- 
ployer against false claims for over- 
time pay. 


Joint Employers Required 
To Pay Overtime 


It was held in a recent Federal 
District Court case, tried in California, 
that an employee was entitled to time- 
and-one-half pay after a total of forty 
hours work in a single work-week, 
where he was jointly hired by several 
employers and worked interchangeably 
for these employers. The court de- 
cided that, under the Fair Labor 
Standards Act, the employee was en- 
titled to overtime pay for hours 
worked in excess of 40 hours a week, 
irrespective of the amounts earned in 
the employ of each employer. The 
court so held even though the em- 
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ployers involved were separate legal 
entities and the employee had received 
separate pay checks from each em- 
ployer. Nor did the employee work 
for more than 40 hours in the week 
for any one employer. The result 
was reached because all of the em- 
ployers involved were under the same 
control. The employers were held 
jointly liable for the overtime pay. 
(See: Mitchell v. Thompson Material 
& Construction Co., D. C., California.) 


Unemployment Insurance— 
Exempt Employment 


In a recent decision handed down 
by the Appellate Division of the Su- 
preme Court of the State of New 
York, involving a claim for benefits by 
a former employee of the Society of 
Motion Picture and Television En- 
gineers and a companion case involv- 
ing an assessment for contributions 
against the employer, it was held that 
the employer was liable for the con- 
tributions. The employer contended 
that it is a non-profit membership 
organization organized and operated 
exclusively for scientific purposes and 
exempt from making contributions 
pursuant to Section 560-subdivision 4 
of the Unemployment Insurance law, 
which provides 

any corporation, unincorporated 
association, community chest, fund or 
foundation organized and operated exclu- 
sively for religious, charitable, scientific, 
literary, or educational purposes, no part 
of the net earnings of which inures to the 
benefit of any private shareholder or indi- 
vidual, shall not be employers liable for 
contributions under this article; .. .” 
The court pointed out that even though 
the Society was a membership asso- 
ciation, organized under the laws of 
the District of Columbia, with a cer- 
tificate of incorporation which states 
that the purposes are “. .. The promo- 
tion and advancement of the motion 
picture art and for mutual benefit . . .” 
it was nevertheless subject to the law. 
The Appeal Board further had found 
that the more important objects of the 
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Society were those dealing with main- 
taining high professional standards 
among engineers and the standardiza- 
tion of equipment used and practices 
employed in the motion picture and 
television engineering field. It was the 
opinion of the Appeal Board that 
those objectives have little or no re- 
lationship to any activity of a scientific 
nature and that the Society was not 
organized and did not operate exclu- 
sively for scientific purposes. 

The court pointed out: “. . . neither 
the duty nor the power to weigh the 
evidence rests with the courts, for that 
function by virtue of the statute, has 
been imposed upon the administrative 
authority acting in a quasi-judicial 
capacity ...” (citing Matter of Mor- 
ton, 284 New York 167, 170; Labor 
Law section 623). 


Since the Appeal Board found as a 
fact that the Society was not operated 
exclusively for scientific purposes, 
which was the test that the legislature 
decreed must be met in order to secure 
exemption, the higher court was un- 
able to upset the Appeal Board’s Find- 
ing of Fact. As a result the Employer 
was held subject to the law. 


Joint Employment and Wages 

in Excess of $3,000 

The Appellate Division, Third De- 
partment, affirmed the decision of the 
Appeal Board, which denied an at- 
tempt to allocate the earnings of joint 
employees in joint employment among 
the individual employers for the pur- 
pose of taxing earnings by individual 
employees in excess of $3,000 during 
the calendar year amongst individual 
employers. The Appeal Boaid had 
found as a fact that the employees 
were joint employees of all the em- 
ployers. The Industrial Commissioner 
had argued that the wages of those 
employees who received in excess of 
$3,000 ought to be allocated to the 
several units in proportion to the 
services rendered, which in turn would 
be measured by the business sales of 

(Continued on page 190) 
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Since the afternoon session opened 


to be adequate time to explore the 
pros and cons of questions raised. 
lasa | As an experiment a year ago it was 
erated | decided to provide more discussion 
Poses, | time by arranging for a number of 
lature | concurrent round table discussions in 
secure | the afternoon preceding the dinner- 
‘Sun | meeting. This worked so well at the 
Find- | 1953 get-together that it was decided 
ployer | to have a like arrangement at the 
corresponding meeting which was held 
on December Ist last at the Harvard 
Club in New York. The afternoon 
session, which ran from 4 until 5:30, 
1 De- | began with an address by a member 
f the | of our committee (William J. Von 
n at- | Minden) who spoke on a topic chosen 
joint | by the bankers, viz., “Some high- 
mong | lights of the 1954 Revenue Code with 
pur | particular reference to matters of in- 
vidual | terest to credit grantors”. After this 
uring | address the group broke up into three 
‘idual | discussion groups. It was understood 
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improved”. Total attendance was 80 particularly concerned about what dis- 
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with comments on the new Internal 
Revenue Code, it was only natural 
that this talk raised many questions 
in the minds of the bankers both ac- 
counting and taxwise.. They wanted 
to know what companies would do 
about adopting declining-balance de- 
preciation, whether they would adopt 
it on the books as well as in their 
tax returns, and what type of accrued 
expenses could be deducted for tax 
purposes. One banker asked whether 
the election would be lost as to all 
items of expense if one .single item 
were overlooked. Our committee ex- 
pressed the view generally that this 
would not be the case but pointed out 
that the regulations were not then 
available. We also stated that it 
seemed unlikely that any important 
item would be overlooked by a com- 
pany if it did a thorough-going job 
in reviewing its accounts for such 
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closure would be made in financial 
statements and_ specifically whether 
bankers would have sufficient informa- 
tion as to all changes resulting from 
the new Code to put the current year’s 
financial statements on a comparable 
basis with those of the prior year. 
Our committee members referred to 
the recent bulletin issued by the Amer- 
ican Institute’s Committee on Account- 
ing Procedure and summarized the 
viewpoints expressed in the articles 
appearing in the December issue of the 
Journal of Accountancy. The general 
consensus, as far as the bankers were 
concerned, was that while footnote 
disclosure would be advisable they felt 
the matter preferably should be high- 
lighted in the accountant’s certificate. 


Auditors’ Reports 


One banker mentioned an auditor’s 
report which had recently come to his 
attention where the auditor seemed to 
have performed all the work neces- 
sary to comply with accepted auditing 
standards but his opinion paragraph 
began “Subject to the preceding com- 
ments... ”. None of our committee 
members could explain the reason for 
the qualifying phraseology, unless per- 
haps there was some questionable 
point referred to in the auditor’s reci- 
tation of the scope of his work which 
he had not made very clear. Based 
upon the apparent facts presented, 
we felt the auditor should have issued 
an unqualified opinion. 

There was considerable discussion 
about how the banker could get ade- 
quate information from audit reports 
and how he could find out whether a 
competent audit had been made. This 
led into a rather lengthy discussion of 
the relations of bankers with their cus- 
tomers and of auditors with their 
clients. The view expressed by our 
committee members was that every 
effort should be made to hold more 
personal conferences to be attended 
by the customer, the auditor and the 
banker. It was pointed out that the 
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outside auditor had a confidential re- 
lationship with his client and was not 
privileged to disclose information to 
a third party without the consent of 
the client. 

The bankers reiterated their prefer- 
ence for the long-form report as com- 
pared with the short-form report, and 
they stated quite frankly that a long- 
form report not only gives them a 
more intelligent understanding of the 
detailed operations of the business but 
it frequently gives them some means 
of checking the judgment of the ac- 
countant. The bankers said it would 
be helpful if certain standard informa- 
tion was always presented in the audi- 
tors’ report and gave as an illustration 
information contained in the standard 
form issued by finance companies. 
Our committee indicated that where a 
long-form report is submitted and all 
the necessary information included 
therein, such report should be ac 
cepted by the bankers. It was brought 
out that some of the banks require the 
borrower’s accountants to fill in the 
bank’s own form of statement. con- 
taining, in many cases, inadequate 
space and that frequently the setup 
is materially different from what the 
accountant has submitted to his client. 
The general feeling was that under 
such circumstances it would be ad- 
visable for the accountant to advise 
the bank that the only information he 
could submit to the bank was in the 
form of the report given to the client 
as of a certain date and that, upon 
proper authorization from the client, 
a copy of such report would be sub- 
mitted to the bank. It was pointed out 
that if the bankers would submit a 
standard form in advance of the audit 
showing the desired figures for credit 
information the accountant would be 
glad either to elaborate his report or 
to submit supplemental data which 
might save the bankers the trouble ot 
regrouping items for their own use. 

Our committee members pointed 
out that the present day continuous 
supervision and discussion of a client's 
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affairs with the client brings the ac- 
countant into closer personal contact 
with him than in years gone by, and 
that as a result the accountant has a 
much better view of the periodic pro- 
gress of the business under audit. It 
was stated that where a banker desires 
specific information periodically, he 
could, with the consent of the client, 
and at his place of business, confer 
with the accountant on current pre- 
yailing conditions. 

It was brought out that the banker 
often relies upon his personal knowl- 
edge of the borrower in the issuance 
of a bank line and that if the bank 
were to insist on a certified statement, 
the client might go to another bank 
and possibly obtain the credit there. 
It was suggested that if all the banks 
insisted upon a certified report the 
client would be forced to obtain such 
report knowing that he could not get 
a bank line otherwise. The bankers 
stated that very often a client would 
say he could not afford a certined 
statement. It was suggested that if a 
client could afford to borrow $25,000 
or $50,000 he certainly could pay for 
a certified audit report. 


Miscellaneous Problems 


The accountants were questioned as 
to the procedure followed in those 
cases where a consolidated statement 
includes the financial statements of a 
foreign corporation as submitted by 
foreign accountants. Our committee 
members stated that where the foreign 
corporation was substantial, the ac- 
countants usually worked closely with 
the foreign accountants. to see that the 
auditing standards were comparable 
with those acceptable to the domestic 
accounting firm. There was also a 
general discussion as to the circum- 
stances under which a firm can render 
an opinion based solely on the work 
of another firm and whether disclosure 
thereof should be made in the audi- 
tors’ report. 
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The bankers indicated they were 
familiar with the Robert Morris Asso- 
ciates’ pamphlet “Financial Statements 
for Bank Credit Purposes”, the Amer- 
ican Institute’s often referred to State- 
ment 23, and the results of the recent 
survey of accountants’ reports in the 
credit files of banks throughout the 
country. Some of the questions, how- 
ever, were along lines which indicated 
their lack of familiarity with this ma- 
terial and particularly with their own 
brochure. Questions were asked such 
as: Why doesn’t the CPA, who knows 
the kind of report the banker wants, 
see that he gets it? Shouldn’t the 
CPA be willing to give the banker his 
opinion regarding the ability of his 
clients’ accounting personnel and man- 
agement? These are the kind of 
questions which appear to be most 
helpful to both the banker and_ the 
CPA. They enable us to direct atten- 
tion to certain fundamentals, e.g., that 
accountants cannot be expected to do 
more than the client is willing to pay 
for; that in reporting upon his affairs, 
either in writing or orally, we cannot 
go beyond his specific authorization, 
ete; 

One of the bankers referred to an 
article in a recent issue of the Robert 
Morris Associates’ monthly magazine 
relating to loans to contractors and 
sub-contractors. Possibly these had 
reference to loans to sub-contractors 
on thruways and turnpikes which have 
increased considerably in recent years. 
Having in mind the discussion of this 
topic at the American Institute’s last 
annual meeting perhaps this is an area 
in which both bankers and CPAs will 
have increasing interest. 

Some of the bankers placed much 
emphasis on the desirability of sepa- 
rating legal and auditing expense in 
detailed financial statements submitted 
to bankers. This came as quite a sur- 
prise to the accountants. In explaining 
why this segregation is necessary one 
banker stated that any substantial legal 
charge is something calling for ex- 
planation as it might very well mean 
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that some legal matter is pending 
which might have a material effect on 
the financial statements. 

The bankers asked various questions 
as to the underlying philosophy of 
verifying certain items. One question 
which was explored at some length 
was why accountants do not usually 
confirm accounts payable, whereas 
they place great emphasis on the neces- 
sity of confirming accounts receivable. 


There seems no question that meet- 
ings such as those described above 
go a long way in the educational pro- 
gram which appears so essential. It is 
evident that the problem of coopera- 
tion between the CPA and the banker 
is not so much one of reconciling 
opposite viewpoints as it is one of 
eliminating certain points of misunder- 
standing between the parties. 


The Committee on Cooperation with Bankers 


Every professional society finds it 
difficult to have compliance with ethi- 
cal standards. Accounting societies 
are no different from other societies, 
One great difficulty that every society 
has is in trying to get information 
about violations. Credit grantors and 
others who have knowledge of bad 
examinations are not inclined to dis- 
close the details. The bankers are 
conscious of this problem and _ have 
promised to try to work out some 
means of giving details of bad exami- 
nations to the accountants. While the 
name of the creditor and the account- 
ant would undoubtedly need to be 
kept confidential, accounting societies 
would be much more intelligent if they 
could put their finger on some of the 
specific matters that are bothering the 
bankers. 

T. G. Hiaains, 


Chairman. 





each employing unit in the entity. This 
would break up, for purposes of taxa- 
tion, units which are not broken up in 
actual practice, in operations, in em- 
ployment or in the wages of paid 
employees. 

The court held that all the entities 
together with respect to the employees 
in the employment constituted in a 
unitary sense a single employer as con- 
templated by the statute, and that 
therefore there was no liability for 
contributions on earnings in excess of 
$3,000. The comment of the court in 


Payroll Tax Notes 


(Continued from page 186) 


its oe is most illuminating : 


Whether in a particular organiza- 
tion there is such singleness of operation, 
control, services and payment of wages 
that all of the units involved are to be 
treated singularly as an ‘Employer’ will 
usually be a question of fact; and here the 
facts of such unity have both been stipu- 
lated and found. In actual practice there 
was no allocation of services to any unit 
and no allocation of wages to any unit. 

(See Matter of Technicon Cardio- 
graph Corp. et al., Respondents; Edward 
Corsi, as Industrial Commissioner. Appel- 
lant, Supreme Court, App. Div.—3rd Dept. 
12/28/54; Appeal Board #41,428-53, 
etc.) 





could be located outside of the staff- 
room, if necessary, with a connecting 
phone in the staffroom to be used only 
to call individuals to the booth. 
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Office and Staff Management 
(Continued from page 184) 


13. A suggestion box on the wall 
is an effective means of encouraging 
worthwhile suggestions, signed and 
anonymous. 
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Correspondence | 
S it 4 come 
sthi- 
nm To the Editor of The New York Certified Public Accountant: 
ety | do not recall ever seeing the computation of the New York State I*ran- 
tion chise Tax where contributions exceed the maximum allowed by the federal 
and statutes and the alternative method of computing the Franchise Tax based upon 
se officers’ compensation is necessary. 
po | have prepared the following computation for use in these circumstances, 
pee with the thought that other readers might also have felt the need thereof. 
ome Very truly yours, 
mi- 
the GrorGcE M. Liss, C.P.A. 
int- . rs ate 
be February 7, 1955 
ties 
hey Sat aac 
the COMPUTATION 
the ; ; ; ’ Rake 
Known: P == Net Profit before allowable Contributions and current 
New York State Franchise Tax 
L. G = New York State Franchise Tax for the prior year 
S = Officers’ Salaries 
Unknown: C = Allowable Contributions (less than total Contributions) 
I’ = New York State Franchise Tax for the current year 
iza- Then (1) F = .055 (.30) (P—C—G-+ S$ — 15,000) 
tion, me . - : : 
i: and (2) C= 0 (P—F) 
» be + 
will ’ ae 
“ie | (3) C= 
ipu- 
here 
unit Substituting 
unit. ge S 
dio- (3) amv(h): 
yard P Fe 
ypel- : 5 ; os -i¢ ? 
cael I = 0165 (1 59 & + S— 15,000) 
3-53, 
20F = .0165 (20P — P + I — 20G + 20S — 300,000) 
20F = .0165 (19P + F— 20G + 20S — 300,000) 
19.9835 = .0165 (19P — 20G + 20S — 300,000) 
0165 
, ——._ (19P — 20G + 20S —: 
| 19.9835 (19] 20G -++- 20 300,000 ) 
vall 
ing (4) F = .000825681 (19P — 20G + 20S — 300,000) 
and Similarly, (5) C = .049215603P — .000825681 (S— G— 15,000) 
: 1955 191 
rch 
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dents are developing with astounding rapidity 
compared with the development of other 
legal precedents. 

modern business 
documentation 


The mere size of the 
enterprise and its intricate 
has necessitated the use of samples. Secur- 
ing and tabulating all of the data is often 
economically out of the question due to the 

involved or due to the lack of 
time. 


huge cost 
sulhicient 

In addition, it has been demonstrated 
numerous times that a scientifically designed 
sampling plan can actually produce more 
accurate data than a complete census, due 
to the ability to gather and tabulate the 
smaller amount of data with greater care. 
Further, the sampling error can be deter- 
mined, if a “probability” sampling plan is 
used, and limits of variation due to the 
fact a sample has been used established with 
precision. This is not true of the judgment- 
type sample in which respondents or items 
in accordance with the opinion 
whim of some individual, nor 
pseudo-scientific sampling 
recent surveys on the 
less. 


are selected 
and thus the 
is it true of the 
methods used in some 
ground that they cost 

This trend has been hastened by the wide- 
spread use and acceptance of modern statis- 
tical methods in industrial research, quality 
control, market research, and research in the 
physical sciences, as well as virtually every 
corner of the business enterprise. Millions 
of dollars worth of merchandise are ac- 
cepted or rejected by the Federal govern- 
ment on the basis of the sampling plans 
developed by theoretical statistical methods 
and promulgated as Military Standard 105A. 
Additional millions of dollars of materials 
ire accepted rejected by industry based 
m these and other published or specially 
computed sampling plans. Major policy de- 
‘isions are reached by corporation executives 
on the basis of market research surveys 
which have the protection of | statistically 
determined probability sampling plans. Fac- 
tory operations are guided by statistically 
established control charts. 

To an increasing degree leading. statis- 
ticians are either finding themselves in the 
witness chair as expert witnesses or other- 
wise participating in legal proceedings. 

However, in spite of all this enthusiasm 
for the method of the probability sample, a 
note of caution must be sounded. The sam- 


>> 


pling plan is not all there is to a_ sampling 
investigation, such as a survey. If there is 

failure to elicit the correct information from 
a respondent due to a bad questionnaire, the 
intrusion of various biases or errors of cod- 
ing, tabulating, etc., the sampling plan pro- 
vides no protection against incorrect results, 

It is with considerable dismay that it is 
observed that the noted statistician, W. 
Edwards Deming, in his talk, while empha- 
sizing these dangers, washes his hands of 
them by disclaiming any responsibility on 
the part of the statistician in these areas, 
This is the field of the substantive or sub- 
ject matter expert, he observes. If the 
survey fails, the statistician assumes neither 
blame nor responsibility, he claims, when an 
adequate sampling plan has been used 

This attitude is quite strange. It is equiva- 
lent to the attitude that might be taken by 
a chemist who holds forth that he has no 
interest in the accuracy of his instruments 
(his chemical balance, burettes, etc.). He 
proclaims that he will perform his chemical 
manipulations and if his experiments prove 
false he will shrug it off and blame the 
manufacturers of his chemical balance, his 
burette, etc.—it is no concern of his. 

Cannot, and should not, the statistician 
working with the subject-matter expert aid 
in the elimination of these errors and biases 
and assure correct results? 

The tremendous expansion in the applica- 
tion of statistical methods to all fields of 
business and science which has occurred in 
the last few decades and which is continuing 
at an increasing pace, has been and will be 
accompanied by the further introduction of 
sampling and other statistical techniques into 
the judicial area 

As emphasized throughout the symposium 
there is a serious need for education in the 
area of statistical methods and _ scientific 
sampling methods among jurists, attorneys 
and others concerned with these legal pro- 
ceedings. The accountant also will find an 
increasing need for such knowledge. 

This symposium was a valuable contribu- 
tion to a field in need of further exploration. 


Hersert ARKIN 


Bernard M. Baruch School Business 
and Public Administration 


The City College of New York 
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